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PREFACE 


THE work here presented is the outgrowth of a 
paper read before a class in Economic History in the 
School of Business, University of Minnesota, in De- 
cember, 1919. 

In the preparation of the statistical material the 
author has had at his disposal the statements and 
documents which have been issued by the Federal 
Farm Loan Board and the several land banks since 
the establishment of the Federal farm-loan system. 
These have been supplemented by such other mate- 
rial as appears in the Bibliography (Appendix C) and 
the author’s observations as an official of the land 
bank located in St. Paul, Minnesota. 

The true object of the Federal Farm Loan Act is 
not generally understood, though the processes of its 
operation are not difficult to comprehend. If this 
presentation assists in a measure toward a general 
understanding of the real object and worth of this 
new rural-credit system, it has served a purpose. 

The author’s thanks are due to the officers of the 
Federal Land Bank of Saint Paul, and especially to 
President E. G. Quamme, for their many kindly sug- 
gestions; to Prof. N.S. B. Gras, of the University of 
Minnesota, who assisted in the arrangement of this 
work; and to Miss Marian Rubins, of the University 
of Minnesota, for criticism in the preparation of the 
manuscript and the reading of the proof. 

A. C. WIpRuD. 


ST. PAuL, MINNESOTA. 
January, 1921. 





INTRODUCTION 


It is with pleasure that I accept Mr. Wiprud’s invi- 
tation to write an introduction to his interesting and 
useful essay on the Federal Farm-loan System. 

The public is not sufficiently informed about this 
great system of agricultural credit which is one of the 
crowning achievements of the Wilson administration. 
Even the farmers who are its chief beneficiaries lack 
adequate knowledge of the law and, therefore, are 
not realizing the full measure of its benefits. Every 
book and publication which disseminates reliable in- 
formation about this farm credit system is perform- 
ing useful service. Mr. Wiprud’s contribution is 
therefore very opportune. 

By the terms of the law it fell to my lot, as Secretary 
of the Treasury at that time, to become chairman (ex- 
officio) of the Federal Farm Loan Board, and together 
with four able men who were appointed members of 
that board, George W. Norris of Pennsylvania, 
Charles E. Lobdell of Kansas, W. S. A. Smith of 
Iowa, and Herbert Quick of West Virginia, to hold 
hearings throughout the United States, to divide the 
country into twelve Federal farm-loan districts, and 
to establish a Federal land bank in each. 

The banks were organized in the latter part of 1916. 
Before they had gotten well under way the United 
States became involved in the European war, so that 
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the system has not had a fair chance to function 
under conditions of peace and normality. Notwith- 
standing this fact, the banks have made encouraging 
progress, as is evidenced by the great number of long- 
time amortization mortgage loans which have been 
placed among the farmers of the country. 

During the years 1917 and 1918, when the demands 
occasioned by the war for credit were so imperative and 
controlling, it was necessary to stop public offerings 
of Federal farm-loan bonds, but it was essential to 
keep the land banks functioning so that the farmers 
could secure needed credits. The Congress, therefore, 
authorized the Secretary of the Treasury to purchase, 
during the years 1917 and 1918, not exceeding $100,- 
000,000 per annum of bonds of the Federal land banks. 
While this took care partially of the emergency, it 
destroyed, for the time being, the market for land-bank 
bonds, and postponed the diffusion of that general 
knowledge of Federal farm-loan securities which the 
distribution of the bondsamong private investors would 
have produced and which is so essential to the 
successful operation of the system. 

Now that the banks have resumed business, it is 
more than ever important that the investing public, 
as well as the farmers, shall have a comprehensive 
understanding of this great system of agricultural 
credit. While I shall not attempt to discuss it 
in detail, I should like to call attention to one 
point, namely, that two kinds of banks are authorized 
under the farm-loan law: first, the Federal land banks, 
twelve of which are in operation and cover by their 
jurisdiction the whole of continental United States; 
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and second, the joint-stock land banks, which are 
voluntary organizations and are permitted to do busi- 
ness only in the state where their principal office is 
located, and in one contiguous state. The business 
of each class of banks is restricted to the making of 
first mortgage loans on farm lands on the amortiza- 
tion plan only. 

The Federal land banks are largely government in- 
stitutions because practically the whole of their capi- 
tal stock was subscribed by the United States Treas- 
ury, and until that is repaid the Federal farm-loan 
board exercises a determining influence upon their 
operations. These land banks can make loans only 
through the agency of what is called National farm- 
loan associations, which are organizations of farmers 
who wish to borrow money.! This is the so-called 
co-operative plan of farm credits. It possesses many 
meritorious features and is or ought to be the back- 
bone of any agricultural credit system. The primary 
purpose of the Federal land banks is to take care of 
the smaller loans which may be needed by farmers 
who are actually engaged in cultivating their farms, 
and they are not permitted to lend to any one 
borrower more than $10,000. Their field of operation 
is therefore limited. But agriculture in this country 
has been developed on such a large scale that a sys- 
tem of credit which cannot accommodate borrowers 
who want loans in excess of $10,000 is manifestly in- 
adequate. The Congress therefore very wisely au- 
thorized another class of banks—the so-called joint- 





1Where no Farm Loan Association’ exists, the Federal Farm Loan 
Board may appoint agencies through which the Federal Land Banks 
may make loans. 
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stock land banks. They depend wholly upon private 
initiative and capital for their organization and are 
permitted to make loans not exceeding $50,000 1 to 
any one borrower. So that, with the Federal land 
banks and the joint-stock land banks, the Congress 
has established an agricultural credit system with 
authority to make loans to individual borrowers se- 
cured by long-time mortgages on farm lands, up to, but 
not exceeding, $50,000. During the war with Germany 
the operations of the joint-stock land banks, like those 
of the Federal land banks, were greatly restricted. 
Now, however, they are free to do business again. I 
am sorry that Mr. Wiprud has not brought out more 
fully the advantages of, as well as the necessity for, the 
joint-stock land banks, because the field for each class 
of banks is so large, and they complement each other 
so beneficially that our agricultural industry will not 
be satisfactorily served without both. 

Not only did the war arrest the progress of the 
Federal land banks and the joint-stock land banks, 
but shortly after the armistice an attack was made by 
certain selfish interests on the constitutionality of the 
Federal farm-loan law. This started a long litigation 
which finally resulted in a decision (February 28, 1921) 
of the Supreme Court of the United States sustaining 
the validity and constitutionality of the Farm Loan Act. 
Between the war in Europe, which suspended the oper- 
ation of the land banks, and the war in the Federal 
courts, which put them out of business until the recent 
decision of the Supreme Court, the Federal and joint- 
stock land banks have had small chance to serve the 





'The act imposes no limitations but the regulations of the Federal 
Farm Loan board places this restriction. 
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country, but the system was founded on right and 
necessity, and has, therefore, survived. 

The exemptions from taxation of the mortgages 
made by farmers to the banks, and of the bonds issued 
by the banks upon the security of such mortgages, was 
the chief point of attack in the courts. But these 
exemptions must be maintained because they are abso- 
lutely necessary if the farmers are to be assured an 
ample supply of long-time credits at reasonable rates of 
interest. There is no reason why the farmers should 
not receive the benefits of these tax exemptions on the 
long-time amortization loans authorized by the law. 
They cannot otherwise command the necessary capi- 
tal at reasonable rates to carry on their vital opera- 
tions, and certainly the importance of their business 
entitles them to as favorable accommodations as are 
granted to other industries. So long as states and 
municipalities make their bonds free from all taxation, 
the bonds of the land banks are brought into competi- 
tion with such tax-exempt securities; therefore the tax 
exemption must be extended to the bonds of the 
land banks, if the farmer is to get the long-time 
credit he needs at reasonable rates of interest and 
on reasonable terms. Happily this question was 
settled by the decision of the United States Supreme 
Court and the way is now cleared for the operation of 
the Federal land bank system upon a scale which ought 
to bring great and lasting benefits to the farm industry 
of the Unitéd States. 

It is a strange thing that throughout American his- 
tory so little constructive and comprehensive work has 
been done to conserve the agricultural industry of the 
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country. This industry is absolutely vital to the 
existence and prosperity of the people. Farmers as a 
class do not want superior advantages or benefits con- 
ferred upon them by legislation. They do want equal 
opportunity, and to get that equal opportunity they 
must have sufficient credit facilities at all times, and 
these must be available to them on as reasonable terms 
and at as low rates of interest as are allowed to our 
business men and manufacturers, due regard being 
had, of course, to the security offered and to the con- 
ditions applicable to each. In other words, agricul- 
tural credit should be as available as commercial 
credit, and upon equally favorable terms all things 
considered. 

This new agricultural credit system, the Federal 
farm-loan system, is a genuine blessing to the farmers 
of the United States. It will prove its usefulness more 
and more as it grows and develops. We must see to 
it that neither selfish nor designing interests, nor sub- 
servient nor crooked politicians, shall be permitted to 
emasculate or weaken or destroy it. What the farmers 
have gained after years of hard and painful fighting, 
they must keep. The farm-loan system can be ex- 
tended and enlarged by judicious legislation so that 
it will be more serviceable to the farmer than the exist- 
ing law. Tocite an instance, I think the Act should 
be amended so as to permit the Federal Lands Banks 
to make loans up to $25,000. 

But a wonderful beginning has been made, and 
with sympathetic and intelligent administration by 
the Farm Loan Board and friendly co-operation on 
the part of the Congress and the President of the 
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United States, this great system of agricultural credit 
will become a very rock of Gibraltar for agricultural 
prosperity. If this is now supplemented by an intelli- 
gent system of warehousing and by co-operative or- 
ganizations for the financing, marketing, and distribu- 
tion of farm products, a new and brighter future will 


open to the American farmer. 
W. G. McApboo. 


NEw York, June, 1921, 
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THE FEDERAL FARM-LOAN 
SYSTEM IN OPERATION 


FRAMEWORK OF THE FEDERAL FARM-LOAN SYSTEM 


Ths Federal farm-loan system was provided for 
by an Act of Congress, in 1916, and established 
in the same year. Its purpose is to supply to Ameri- 
can farmers the long-term credit which will enable 
them to develop and expand their farming operations. 

The establishment of a national rural-credit system 
in this country was not the work of a small group of 
men, nor the result of merely a few years of agitation 
and effort. The subject had been discussed periodi- 
cally by our statesmen, bankers, economists, and oc- 
casionally by our farmers, since the early days of our 
history. It was in the decade preceding the enact- 
ment of the law, however, that public sentiment was 
crystallized to such a degree as to bring about official 
action. The previous lack of progress or improvement 
in our rural credit facilities is attributable to eco- 
nomic conditions, chief of them our abundance of 
cheap land. So long as the West beckoned to the 
land hungry, and especially to those who could not 
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afford a farm in the well-developed sections of the 
country, the problems of rural finance had been of 
secondary importance, because it was possible for 
anyone, whether his means were great or small, to 
secure some land to farm. Within the present gen- 
eration, however, the extensive public domain of the 
West has been settled, and with this settlement has 
come the rise in land values.!. Increased land values 
called for larger amounts of capital and more inten- 
sive methods of farming. Attention then turned to 
the subject of farm finance, which became a question 
of first importance. 

Co-operative credit for agricultural purposes orig- 
inated in the United States, and not in Europe as is 
popularly supposed. The idea was conceived in Con- 
necticut. In 1732 sixty-one landowners of the colony 
of Connecticut organized the New London Society 
United for Trade and Commerce.? They paid for 
stock subscribed by giving their promissory notes 
secured by mortgages on their lands. The only bor- 
rowers from the society were its stockholders, who 
had complete control of its management. The char- 





1 There are still tracts of public lands open for settlement within 
irrigated districts. These lands, however, have not been attractive 
to the settler, largely because he finds the price of the land and the 
cost of operating it high, and because he has insufficient knowledge 
of the methods employed in farming irrigated land. The comparatively 
high prices charged for irrigated land are not indicative of the value 
of land in the vicinity, except as such land is itself irrigated, and 
cannot be attributed merely to settlement. The same problems of 
financing exist here, for an irrigated farm, even more than other high- 
priced land, must be operated intensively. 

ae nee Records of the Colony of Connecticut, vol. vii, p. 390. 

ee also: 

“Currency and Banking in the Province of the Massachusetts 
Bay,” by Davis, in American Economic Association Quarterly, May, 
1901. 
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ter granted it by the Connecticut Assembly author- 
ized it to emit against these secured notes bills with- 
out interest, which became popular immediately and 
circulated freely as money. This effort, however, was 
discontinued, owing to the opposition of the govern- 
ment of the colony. And to European countries, par- 
ticularly Germany, is accorded the honor of establish- 
ing rural-credit systems and bringing them to a high 
degree of efficiency and usefulness. 

Since the venture of the Connecticut landowners, 
a few attempts have been made to establish state 
rural credit institutions by legislative action, but fur- 
ther efforts have been discouraged, owing largely to the 
lack of interest on the part of the farmer-borrowers 
and to the imperfections of the earlier systems. The 
efforts that were made, however, stimulated certain 
individuals who were interested in improving farm- 
credit facilities and introducing co-operative credit 
into the United States, to discuss through the press 
and otherwise what had been accomplished in Euro- 
pean countries and on this continent.’ 

This work was aided by official investigations, the 
earliest publication on the subject appearing in 1892.* 
By 1o9ro the question was beginning to be widely 
discussed. In March, 1912, the President of the 


1“The Schulze-Delitzsch Banks,” by Villard, in Journal of Social 
Science, 1869. 

“Currency and Banking in the Province of the Massachusetts 
Bay,” by Davis, in American Economic Association Quarterly, Decem- 
ber, 1898, and May, 1901. 

“Co-operative Credit Associations of the Province of Quebec,” by 
McPherson. Thesis submitted to the faculty of the Graduate School 
of Arts and Literature of the University of Chicago (1910). 

For other works see the Bibliography. 

2 “Co-operative Credit in Certain European Countries,” by Peters, 
in United States Department of Agriculture Bulletin. 
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United States, through the Secretary of State, in- 
structed the embassies in Germany and Italy and 
the legations in Belgium and the Netherlands to 
conduct investigations and make report on land credit 
in those countries. In the year 1913 Congress au- 
thorized the appointment of the United States Com- 
mission to co-operate with the American Commission 
appointed the previous year by the Southern Com- 
mercial Congress,! for the purpose of investigating 
co-operative agricultural organizations and institu- 
tions in Europe. The reports of these commissions 
contain a fund of information bearing on rural credit 
institutions in European countries.’ 

The report of the United States Commission’ in- 
cluded a draft of a proposed rural-credit law, which 
constituted the formal recommendation of the com- 
mission, and was known as the Moss-Fletcher, or 
Commission, bill. This bill authorized the establish- 
ment of small and independent joint-stock land banks 
(originally to be organized with a minimum capital 
stock of $10,000, which was later raised to $100,000), 
with power to issue bonds against first mortgages held 
by them on farm lands. These banks were to be 
under Federal supervision, and were intended to make 
loans direct to farmers. As a result of the work of 
the congressional committees on banking and cur- 


1 The Southern Commercial Congress, at its convention held in 
April, 1912, at Nashville, Tennessee, authorized the appointment of 
a national representative commission to visit Europe for the purpose of 
studying the various rural credit systems in operation there. This 
commission was composed of about seventy-five delegates, represent- 
ing twenty-nine states and four provinces of Canada, and was known 
as the American Commission. 

2 Senate Documents Nos. 214, 261, and 380, Sixty-third Congress. 

8 Senate Document No. 380 (January 29, 1914). 
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rency during the years 1913 and r1o14, there was 
formulated and introduced into Congress what be- 
came known as the Hollis-Bulkley, or Committee, 
bill. This bill provided for not less than five regional 
Federal land banks, with power of issuing bonds sim- 
ilar to that provided for in the Commission bill. 
Farmers desiring loans from such banks, however, 
were not to obtain loans direct, but would be com- 
pelled to become members of local farm-loan associa- 
tions, through which loans would be obtained from 
the land banks. No action was taken on either the 
Commission or the Committee bill, but the bill finally 
enacted into law contained the outstanding features 
of both, and therefore has been termed a compromise. 
On account of disagreement in Congress with refer- 
ence to the matter of Federal aid in providing rural- 
credit facilities, the whole subject was referred to a 
joint congressional committee on rural credits in the 
spring of t915. The bill drafted by this joint commit- 
tee, with certain changes, became law, July 17, 1916, 
and is known as the Federal Farm Loan Act. 

The Act is a clear, concise, and comprehensive piece 
of legislation. The language is specific and not diffi- 
cult of interpretation. This is not generally the re- 
sult where so many individuals and groups of individ- 
uals in and out of Congress have asserted their ideas 
and demanded that they be incorporated into law. 
It is a commonly known fact, for example, that the 
Federal Reserve Act has been difficult of interpreta- 
tion, and Congress has found it necessary to amend 
the Act to make clear its meaning. The farm-loan 
system has functioned successfully without any cor- 
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rective or interpretative amendments; in fact, the 
law was not amended until May 26, 1920, almost four 
years from the date of its passage.’ At that time a 
series of amendments was recommended to Congress 
by the Farm Loan Board as being ‘‘desirable in the 
direction of eliminating expense and lost motion.” ? 
It was practical experience in the operation of the 
system that had demonstrated them to be necessary, 
and they cannot, therefore, be considered the result of 
faulty drafting or poor judgment on the part of the 
authors of the Act. 

The purpose of the Farm Loan Act is to furnish to 
our agricultural industry a channel through which it 
can market its security in accordance with its needs. 
What is meant by the credit needs of agriculture will 
be discussed later.* It is sufficient for the present to 
state that credit in the form best adapted to the wants 
of American farmers had not been previously pro- 
vided; in fact, their needs had been subordinated to 
the demands of mortgage houses and other institu- 
tions dealing in mortgage loans. The question was 
not whether a particular loan would enable a farmer 
to carry out his individual project, no matter how 
beneficial it might be in the development of his farm, 
but how money could be placed to the best possible 
advantage for the individual or institution having 
money to loan. That this worked a hardship on the 
farmer is apparent, for not only was he compelled to 
accept money under terms and conditions which in 





1 Public Document No. 182, Sixty-sixth Congress. 
2 Third Annual Report of the Federal Farm Loan Board, p. 18. 
3 See chaps. iv and v. 
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many instances were unnecessarily burdensome, but 
he was never certain that he could secure funds when 
they were most needed. 

The Federal farm-loan system attempts to remedy 
this situation to the mutual benefit of the farmer 
and the lender. The necessary machinery is to be 
operated under the supervision of the government. 
' In the Treasury Department of the United States is 
established the Federal Farm Loan Bureau, supervised 
by the Federal Farm Loan Board, in which the con- 
trol of the entire system is centralized. The members 
of this board consist of the Secretary of the Treasury, 
who acts as chairman ex officio, and four members 
appointed by the President of the United States. 
These four members are appointed to serve a term of 
eight years. 

The initial task of the Farm Loan Board was of 
lasting consequence. Continental United States, ex- 
cluding Alaska, was to be divided into twelve loaning 
districts and a Federal land bank established in each 
district, with its principal office located in such city 
within the district as the board should designate. 
Though the Farm Loan Act provides for the read- 
justment of the boundaries of these districts from time 
to time, it is hardly likely that any readjustment will 
be made, in view of the work that would be involved 
in transferring loans, records, and documents from one 
district to another, as well as in the complete revision 
in methods employed within each district. In any 
organization of nation-wide scope, a readjustment of 
its principal units necessitates a more detailed revision 
of its whole mechanism. The judgment of the Farm 
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Loan Board in mapping out the land-bank districts 
in the first instance was, therefore, virtually final. 

A series of hearings was conducted by the board 
during the months of August, September, October, 
and November, 1916, for it was early decided that the 
‘“‘farm-loan needs’’ of the country could not be prop- 
erly determined from reports and statistics. During 
the above period fifty-three hearings were held in 
forty-four states, at which farmers, as well as officers 
of farmers’ organizations, county agents of the Depart- 
ment of Agriculture, local bankers, and others had 
an opportunity to submit such information as bore on 
the needs of their community. In this manner the 
Farm Loan Board secured a mass of maps, charts, and 
statistical information of great value and interest. 

In determining the size and boundaries of the Fed- 
eral land-bank districts, the Farm Loan Board took 
into consideration the following nine factors: 


. Total land area. 

. Area of land in farms. 

Area of improved land in farms. 

. Number of farms mortgaged at that time. 
Amount of outstanding mortgage indebtedness. 
. Value of farm'lands and buildings. 

. Gross value of farm products. 

. Total population. 

. Rural population. 


OC MOIANHSWHKH 


The results obtained by averaging these factors the 
board modified by two other considerations—first, 
whether the prevailing rate of interest in the state 
in question was such as would be likely to lead 
to a rapid shifting of farm loans from existing hold- 
ers to Federal land banks, and, second, whether the 
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proposed district was well developed agriculturally, 
or whether its agricultural resources were still largely 
undeveloped. Consideration was also given to argu- 
ments in favor of creating ‘‘one-crop”’ districts or dis- 
tricts in which farming conditions were similar. It 
was the judgment of the board, however, that what- 
ever advantages could be claimed for districts so 
established in the making of appraisements and pass- 
ing upon loans by the directors of a bank, they were 
overbalanced by the fact that a crop failure in such 
districts ‘“‘might involve an undue proportion of fore- 
closures and temporarily prejudice the credit of the 
Federal land bank of that district.’’ The board was 
also of the opinion that those states whose farm-loan 
securities were not well or favorably known would be 
better served if combined with states more favored 
in this respect than if a district was composed entirely 
of such less-favored states.! 

The principal factors in determining within each 
district the city in which the land bank should be 
located were: 

1. A reasonable approximation to the geographical center. 

2. Prompt and frequent train and mail service. 

3. Climatic conditions that would not impair the efficiency of 


the force. 
4. Congenial environment. 


The board expressed itself as being opposed to the 

location of the banks in such centers of population as 

New York or Chicago, for the reason that the principal 

function of the banks was to serve the ‘“‘farm-loan 

needs’’ of the country and they should therefore be 
1 First Annual Report of the Federal Farm Loan Board, pp. 9-10. 
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located in cities having a more active interest in agri- 
culture.! 

The Farm Loan Board is assisted by farm-loan 
registrars, one appointed for each land-bank district, 
to supervise the issue of farm-loan bonds and have 
custody of all securities underlying such bonds. Land- 
bank appraisers are also appointed by the board and 
assigned to each district to determine the value of the 
property offered as security. These two functions— 
the approval of the issue of bonds and the final ap- 
proval of the security underlying them—constitute the 
most important functions of the board. It is through 
these that it exercises a rigid control of the activities 
of the land banks. 

The organization of each of the land banks was 
placed in charge of a temporary board of five directors.’ 
To it fell the detail work of organizing and systematiz- 
ing incident to the establishment of a new institution. 
This work was made more difficult by the early de- 
mands made for the banks’ service and the immediate 
influx of applications for loans.* It is the duty of the 





1 First Annual Report of the Federal Farm Loan Board, p. 10-11. 

2 These five directors were appointed by the Federal Farm Loan 
Board, as provided by law, and constituted only the temporary man- 
agement of the bank. After subscriptions to the stock of any land bank 
by national farm-loan associations shall have reached the sum of 
$100,000—which will be when the bank has made loans to the amount 
of $2,000,000—the Act provides that the permanent organization is to 
supersede the temporary one. The permanent organization is to 
consist of nine directors, six of whom, known as “‘local directors,”’ shall 
be chosen by, and be representative of, farm-loan associations, and the 
remaining three, known as “‘district directors,” shall be appointed 
by the Farm Loan Board to “represent the public interest.” The 
delay in putting this latter feature of the system into operation arises 
out of the problems of financing the system. (See Chapter II and 
footnote, p. 30.) 

_ § During the first six months of operation approximately $200,000,000 
in applications for loans were received by the land banks. 
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land bank to receive applications, assign them to the 
appraisers for inspection and valuation of the proper- 
ties offered as security, and through its board of direct- 
ors approve applications for loans if the findings so 
warrant. When a stipulated amount of loans have 
been approved and remittance made (in the aggregate 
not less than $50,000), bonds are issued by the land 
banks in an equal amount against such loans as secur- 
ity. This function constitutes the primary business 
of each of the twelve land banks. The bookkeeping 
_ work in connection with the making of loans and the 
issuance of bonds and the filing of all records is, of 
course, done by the land banks.? 

The authors of the Farm Loan Act, however, real- 
ized that the land banks were too far removed from 
the farmers to render satisfactory service. It was 
necessary to establish a smaller unit, somewhat similar 
to the agencies established under the prevailing prac- 
tice of farm-mortgage banking, to which the farmer 
would have ready access and to which he was known. 
The purpose of the authors of the Farm Loan Act was 
to get away from the agency system and to establish in 
its place co-operative associations of farmer-borrowers 
through which the business of the system could be 
transacted, thereby eliminating the added expense of 
the old method of making farm-mortgage loans. The 





1The Farm Loan Act (Section 16) provides for the organization of 
joint-stock land banks under the direct supervision of the Farm Loan 
Board. These banks are, as the name signifies, joint stock companies, 
which are financed by private capital and in which the farmer-borrower 
has no financial or other interests. While the joint-stock land banks 
are a distinctive part of the Federal farm-loan system, the purpose of 
this book is to present the system in its co-operative aspects rather 
than to give a technical analysis of all of the provisions of the Farm 
Loan Act. (See Appendix A.) 
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national farm-loan association feature of the Farm 
Loan Act is an adaptation of the basic principle of co- 
operative land-mortgage banking — co-operation of 
borrowers—as developed in European countries, and 
therefore cannot be said to be an experiment. There 
was, however, some doubt whether this principle could 
be successfully applied to American conditions. The 
authors of the Farm Loan Act guarded against such 
a contingency by authorizing the appointment by 
the land banks of special local agents, in the event 
of failure to form farm-loan associations in any given 
territory.} 

In making the national farm-loan associations an 
essential part of the farm-loan system Congress sought 
to cultivate a spirit of co-operation among farmers. It 
is plain that a number of farmers associated together 
for a definite purpose can present a stronger case than 
one farmer standing alone. It is the old story over 
again of the gentleman who, knowing he was about to 
die, called his sons to him. He had a bundle of sticks 
in his hand. He gave one to each of them and said, 
‘‘Break it,’’ and each stick was easily broken. And he 
took as many sticks as there were boys and tied them 
together, and he said, ‘‘Break that.’’ And they could 
not break it. What is true of that bundle of sticks is 


1 The Farm Loan Act authorizes the appointment of an agent (one 
year from the date the Act became effective, which was fixed by the 
Farm Loan Board as one year from August 7, 1916, the date on which 
the board qualified and organized) where it appears that a national 
farm-loan association cannot be formed, such agent to be a “duly 
incorporated bank, trust company, mortgage company, or savings 
institution, chartered in the state in which it has its principal office.” 
Owing to the rapidity with which the farmers have organized farm- 
loan associations in every section of the United States, only eleven 
agents have been appointed thus far (December 1, 1920), all of them 
being in the seventh land-bank district. 
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just as true of our daily efforts. We cannot do much 
in this world as individuals. This applies with equal 
force to our farmers, though they have been known 
to be essentially individualistic and not inclined to- 
ward co-operation in any form. In many sections of 
the United States, however, individualism has given 
way to organized effort on the part of the farmers, 
particularly in the marketing of their products. It 
was the hope of Congress, in providing the association 
feature, that the farmers would realize the advantages 
of co-operation in financing and would tend to asso- 
ciate for other legitimate ends. 

Congress did not intend, nor does the Farm Loan 
Act intend, to encourage the extension of credit with- 
out adequate security. The object Congress sought 
‘was to determine ways and means whereby farmers 
could improve the form and quality of their security. 
In arriving at a solution of this problem many pro- 
posals were made. The most extreme involved the 
making of loans direct to the farmers from govern- 
ment funds. The principle finally adopted, however, 
was that the Federal government should encourage and 
assist in the establishment of the necessary machinery 
and supervise its operation; that, aside from such 
assistance, as will be hereafter explained!, the govern- 
ment’s cash or credit should not be utilized for the 
improvement of farm credit. The machinery for the 
carrying out of this principle is found in the national 
farm-loan association, through which, by collective 
indorsement, the farmers can so improve their security 
as to entitle them to credit on a sound investment basis. 

1See chaps. ii and iti, 
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National farm-loan associations are the local organi- 
zations upon which the Federal farm-loan system is 
based, and through which the land banks carry on their 
loaning operations. National farm-loan associations 
are corporations chartered by the Farm Loan Board, 
the charter delimiting the territory within which each 
association may operate. The area covered by an 
association is rarely larger than that of a county, 
though associations are not confined to county lines. 
These associations do not lend money to their mem- 
bers. Their function is rather to enable members to 
meet certain requirements and thus obtain loans from 
the land banks on better terms than from other 
sources. In addition to the work of appraising a 
member’s property offered as security, transmitting 
all papers and documents to the land bank, and other 
work incident to closing a loan, the local association 
contributes to the financial standing of a member’s 
security by indorsing the borrower’s mortgage note. 
The local association thus performs services for the 
farmer member which otherwise would be performed 
by other agencies at added expense. 

Ten or more farmers, applying for $20,000 or more 
in loans, must in the first instance unite to form an 
association. The initiative lies with the farmers 
because the association is the only door through which 
they can enter into the benefits of the system.! It 
was freely predicted, in and out of Congress, during 
the consideration of the Farm Loan Act, that the 
farmers would not associate for the purpose of organ- 
izing farm-loan associations because they were reluc- 


1See footnote 1, p. 13. 
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tant to make public their financial needs. This should 
not be and is not true of farmers who are interested 
in securing credit for productive purposes. Inasmuch 
as the Farm Loan Act limits the purposes for which 
loans can be made to the development of agriculture, 
specifically enumerating those purposes, the farmers 
have rapidly come to realize that any publicity inci- 
dent to securing a Federal farm loan is notice to the 
world that they are properly developing and expanding 
their farming operations, a fact of which they can be 
justly proud. The rapidity with which farm-loan 
associations have been formed throughout the entire 
United States is evidence of the fact that the American 
farmers will co-operate when they realize that it is to 
their advantage to do so.} 

The affairs of each association are in charge of a 
board of five or more directors who are elected annu- 
ally.2. This board elects from its number a president, 


1 Three thousand nine hundred and sixty-six national farm-loan as- 
sociations had been organized up to December 31, 1920. In fact, there 
are more associations formed than there are counties in the United 
States. There is very little agricultural territory not already included 
within the boundaries of one or more existing associations. It is, 
therefore, unlikely that there will be any appreciable increase in the 
number of associations from this time on, inasmuch as those already 
formed will tend to increase in size and strength, thus attracting to 
themselves any prospective borrowers and obviating the necessity of 
forming new associations within their territory. Any increase in num- 
ber, however, will be offset by the policy of the Farm Loan Board of 
encouraging the consolidation of the weaker associations. 

2’ The Farm Loan Act provides that the directors of national farm- 
loan associations shall be elected ‘‘in the manner prescribed for the 
election of directors of national banking associations,” and that they 
“shall hold office for the same period as directors of national banking 
associations.” Section 5145, Rev. Stat. (Section 232, National 
Bank Act, as amended, etc., 1919), provides that directors “shall be 
elected by the shareholders” and “shall hold office for one year.” 
The instructions of the Comptroller of the Currency relative to the 
organization and powers of national banks, 1919 (Section 72), states 
that “in all elections of directors , . . each shareholder shall be 
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a vice president, and a loan committee of three mem- 
bers. It is also their duty to choose ‘‘in such manner 
as they prefer’’ a secretary-treasurer, who need not 
be a member of the association. The secretary- 
treasurer is the active executive officer of the associa- 
tion, and upon his ability, energy, and interest in the 
association depend largely its success and growth. He 
is custodian of the association’s funds, securities, 
records, and documents and carries on its routine busi- 
ness, such as the disbursement of funds forwarded by 
the land bank, collection and transmission to the land 
bank of all payments made on loans and the like. He 
is also required to ascertain and report to the land bank 
any delinquencies upon the part of the members of the 
association in the matter of the taxes due upon lands 
mortgaged to the bank. To insure the proper per- 
formance of these duties, the secretary-treasurer is 
required to give a ‘“‘suitable” surety bond as pre- 
scribed and approved by the Farm Loan Board, to 
which, in fact, he must make a complete report quar- 
terly of the operations of the association. The com- 
pensation of the secretary-treasurer, the expenses 
allowed the loan committee, and the like, must be 





entitled to one vote on each share of stock held by him” (see Section 
8, Farm Loan Act); ‘the date of the annual meeting of the share- 
holders of a national bank is fixed in the articles of association, and 
those shareholders who attend this meeting may transact the business 
of that meeting—that is, elect directors, although stockholders repre- 
senting a majority in interest are not present. . . . Only stockholders 
will be elected directors who receive a majority of all the votes cast 
at the election.” The section of the National Bank Act above quoted, 
and the Instructions of the Comptroller of the Currency, govern the 
election of directors of national farm-loan associations, with the ex- 
ception contained in Section 8, of the Farm Loan Act, which reads, 
‘The maximum number of votes which may be cast by one share- 
holder shall be twenty,” 
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arranged by the associations themselves and adjusted 
according to their local conditions and needs. By a 
recent amendment to the Farm Loan Act, a limitation 
to the amount that can be levied for this purpose is 
fixed at one per cent of the amount of the loans 
applied for.? 

It is evident that as time goes on the operations of 
the farm-loan associations will become extensive. In 
fact, at this writing (February, 1921) there are a 
number of associations whose membership exceeds two 
hundred, and to whom loans have been made in excess 
of a half million dollars. These associations own as 
much as $25,000 of stock in the Federal land banks of 
their respective districts, upon which they have re- 
ceived $1,500 or more in annual dividends on a 6-per- 
cent basis, which, with a few exceptions, the land 
banks have established. The operations of the farm- 
loan associations compare favorably with those of the 
larger country banks, and emphasize the necessity of 
the greatest care in the conduct of their affairs. From 
the farm-loan association, up through the superstruc- 
ture of land banks to the Farm Loan Board, the system 
is sO interwoven as to form a complete financial fabric. 
Therein lies its strength. 


1 Public Document No. 182, Sixty-sixth Congress. 


II 
METHOD OF FINANCING 


pe making of loans presupposes, of course, funds 
with which to make them. First consideration 
must therefore be given to the problems of financing 
the Federal farm-loan system, for its success rests upon 
its ability to secure funds in ample and continuous 
volume from a reasonably certain source of supply. 
In considering what constitutes the source of money 
supply, we should, of course, direct our attention to 
the commercial banks, for it is to them that a large 
part of the money of the nation is intrusted. The 
cash deposits which they receive, and which are the 
basis of their loans, they must at all times be prepared 
to restore either on demand or within a comparatively 
short time. For this reason they cannot properly 
invest in other than short-term mortgages or thirty to 
ninety days’ personal credits. In other words, deposits 
must be invested so that a steady stream of payments 
is flowing into the banks, giving them a chance to 
expand or contract their loans in response to the rise 
and fall in the supply of deposits. A commercial 
bank can make loans for a period sufficiently long to 
cover the ordinary commercial transaction, but from 
a practical banker’s point of view ought not to make 
loans for a longer period, and therefore funds from 
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a commercial bank cannot be invested in long-term 
mortgages, regardless of how beneficial they may be to 
agriculture. 

Through the Federal Reserve Act an attempt was 
made to extend greater accommodations to American 
farmers. National banks were encouraged to make 
personal loans to farmers for periods of six months, and 
were, to a limited extent, permitted to loan on im- 
proved farm lands for periods not exceeding five years.! 
While this was a step in the right direction, it did not 
increase appreciably the funds available for farm loans, 
because the five-year maximum period was not suffi- 
cient to care for the farmer’s long-term requirements, 
and because the commercial banker was inclined to 
keep well within the loaning limit prescribed by law. 

The commercial bank has a legitimate claim to the 
deposits of the nation for the exclusive purpose of 
making loans to the business man to carry through 
a commercial transaction, or to the farmer for a short 
period of time. What funds, then, can be said to be 
available for long-term investment, at low rates, and 
in ample supply? It is evident that an investment 
of this character, if it possesses safety and ready 
convertibility, need not carry a high rate of interest. 
Funds available for such an investment can be said 
to include the savings of the school-teacher, clerk, 
minister, and wage earner; the proceeds of life in- 
surance in the hands of widows and other beneficiaries; 
funds belonging to estates, minors, and wards; funds 
of insurance companies, benevolent orders, and socie- 
ties of various kinds; and endowments of colleges, 

1The Federal Reserve Act, Sections 13 and 14. 
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hospitals, museums, and other institutions. These are 
the funds that should be available to the farmers on 
long-term mortgages. Their sum total is enormous. 
But it is important that the farmer’s security be made 
as attractive an investment as possible to individuals 
or institutions controlling these funds, and that the 
funds be placed in the hands of the farmer on the 
most favorable terms. To serve this double purpose 
the Federal farm-loan system was designed. 

It was necessary before any land bank could begin 
business that a relatively small capital stock be sub- 
scribed. The amount fixed was $750,000, divided 
into shares of $5 each. While the Farm Loan Act 
provided that any individual, firm, corporation, or 
the government of any state, or the United States, 
was eligible to subscribe for stock in any land bank, 
as a matter of fact only a small portion of the stock 
was taken by the public. It remained for the Secre- 
tary of the Treasury, as contemplated by the Act, to 
subscribe on behalf of the United States nearly all 
of the capital stock of all of the land banks.’ The 
stock held by the government receives no dividends, 
but carries voting power. 

The proposal of government aid in establishing a 
rural credit system was a source of protracted dis- 
cussion during the consideration of the subject of 
rural credits in Congress. Staunch exponents of indi- 





1 As required by law, books were opened by the Farm Loan Board 
to receive public subscriptions to the capital stock of the respective 
land banks. Only $107,870 in stock was subscribed by the public 
in all the Jand banks, and it therefore remained for the Secretary of the 
Treasury to subscribe the balance—$8,892,130—on behalf of the 
United States.—First Annual Report of the Federal Farm Loan 
Board, p. 13. 
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vidualism, as proclaimed by Adam Smith, were op- 
posed to government aid in any form. There were 
those (shall we call them socialists?) who believed 
that the government should do that which, as a mat- 
ter of fact, the individual could do much better, 
advocating a system saturated with government aid. 
Some believed that the days of individualism had 
gone forever and were equally opposed to the other 
extreme. For convenience they may be called mod- 
erate, believing that the government must step in to 
do certain things that the public welfare seemed to 
demand, leaving as much of the general business of 
the country as possible to individual effort. The 
rural-credit bill as finally enacted into law conformed 
to the views of the moderates, affording another illus- 
tration of the compromising character of American 
legislation. 

The discussions of government aid in official docu- 
ments and periodicals of the time contain many in- 
teresting arguments. This aid to agriculture was ad- 
vocated because of existing conditions and because 
of grants made to other industries, particularly the 
shipping and railroad industries. It is clear, however, 
that the use of funds subscribed by the government 
to capital stock in the land banks can be justified 
only upon the ground of performing a public service, 
such as the improvement or development of Ameri- 
can agriculture. It could not be countenanced if such 
funds were to be used to encourage speculation or 
diverted to other than a public purpose. The Federal 
farm-loan system was to be launched in the interests 
of agriculture—to develop and promote the basic in- 
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dustry of the United States—which, if its establish- 
ment depended upon subscriptions from the public, 
appeared impossible.! Congress, having decided that 
the Farm Loan Act was a measure in the interest not 
only of agriculture but of the nation at large, insured 
its immediate establishment by placing at the dis- 
posal of the land -banks government funds in such 
amount as was necessary to complete their capital 
stock subscriptions. These funds, however, do not 
constitute a permanent investment on the part of the 
government. The Farm Loan Act provides that when 
the amount of capital stock subscribed by national 
farm-loan associations in any land bank aggregates 
$750,000, the land bank shall apply semiannually 
2s per cent of further stock subscriptions to the re- 
tirement of the stock originally subscribed. This is 
now being done.? The contribution, then, of the gov- 
ernment to the establishment of the land banks was 
the use, for a limited time, of capital, the nght to 
dividends on which is expressly waived in the Farm 
Loan Act. 

If the land banks were limited merely to turning 
over their capital, they would function in a compara- 
tively small way. The capital of each land bank 
would be exhausted within a few weeks after it com- 
menced to close loans. It was therefore necessary to 
make provision for the raising of funds with which to 
make further loans. To accomplish this purpose 
Congress provided that the land banks should issue 





1See footnote I, p. 22. 

2 Of the amount ($8,892,130) of stock subscribed by the government, 
$2,059,450 has been retired—Consolidated statement, issued by the 
Farm Loan Board as of December 31, 1920. 
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bonds based on the collective security of many in- 
dividual mortgages on real estate. European experi- 
ence had shown that land-mortgage bonds, issued 
under strict government supervision, form an ideal 
investment because of their great stability of value, 
uniformity, and convertibility into cash upon mod- 
erate notice. A security of this nature could be mar- 
keted at low rates and in considerable volume. 

The Farm Loan Act authorizes the issuance of 
bonds on the theory that if the bank exhausted a por- 
tion of its capital in making loans, it could pledge 
these loans as security for bond issues, sell the bonds, 
and receive the proceeds before the capital of the 
bank would be exhausted. This theory, however, 
overlooked the fact that the capital of some of the 
land banks was not sufficient for their business; that 
a large part of this capital was necessarily tied up in 
a float—that is, payments pledged to farmers or in 
transit, those loans being not then available as secur- 
ity for bond issues; and that the mechanical proced- 
ure of converting loans into bond schedules and bonds 
into cash involved a necessary but prohibitory delay. 
While the Farm Loan Act authorizes the issuance of 
bonds in series as small as $50,000, as a matter of 
actual practice bonds have been issued only in series 
of $250,000, and sold in large blocks for delivery at 
some future date, in order to insure the uninterrupted 
operation of the land banks. 

Some limitation, of course, had to be placed upon 
the extent to which the land banks could issue bonds. 
This the Farm Loan Act set at twenty times the land 
bank’s capital and surplus, which means that in ad- 
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dition to the mortgages placed as security for each 
bond issued, the land bank holds in the shape of 
capital and surplus one dollar in cash or in quick 
assets for every twenty dollars of Federal farm-loan 
bonds outstanding. The Farm Loan Act provides 
for increase in capital stock, in that each borrower is 
required to subscribe an amount equal to 5 per cent 
of his loan in the capital stock of the national farm- 
loan association,! and the association in turn sub- 
scribes an equal amount of stock of the land bank. 
Owing to the fact that the Act authorizes land banks 
to make loans up to twenty times their capital and 
surplus, it is evident that the amount of loans that can 
be made through the system is unlimited, because the 
ratio between the loans made and the capital stock 
of the land banks automatically adjusts itself to 
twenty to one, as the volume of business increases.” 
The desirability of Federal farm-loan bonds from a 
long-term-investment standpoint, does not, as has 





1This 5-per-cent stock subscription of the borrower is paid back 
to him when his loan is paid and is not in the nature of an extra bonus 
or charge. It is an investment upon which the borrower receives such 
dividends as may be declared. 

2 Every land bank carries to reserve account 25 per cent of its earn- 
ings, as required by law. This must be done until said reserve account 
shows a credit balance equal to 20 per cent of the outstanding capital 
stock of the land bank. When the reserve equals 20 per cent of the 
outstanding capital stock, but 5 per cent of the net earnings must be 
carried to reserve. Dividends can be paid to national farm-loan asso- 
ciations only after the above amount is set aside to reserve. 

A national farm-loan association must carry to reserve Io per cent 
of its net earnings until a credit balance equal to 20 per cent of its 
outstanding capital stock is shown. When the reserve reaches that 
amount it is necessary to carry only 2 per cent of its net earnings to 
this account. The above amount must be set aside to reserve before 
any dividends are paid by the association to its members. 

The consolidated statement issued by the Federal Farm Loan 
Board as of December 31, 1920, discloses that the twelve Federal land 
banks have carried to reserve account $958,473. 
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been stated, depend upon the rate of income, but 
rather upon their stability, safety, and convertibility 
at the will of the holder. An examination of the 
nature of the security underlying a Federal farm-loan 
bond reveals both stability and safety.!| Land-mort- 
gage bonds have long been recognized as a first-class 
security in European countries, and it is expected that, 
with proper encouragement, they will be so recognized 
in America. Congress realized the importance of re- 
moving any barriers that stood in the way of making 
available the accumulation of funds in national trust 
companies for investment in Federal farm-loan bonds, 
in that they are made lawful investments for all 
fiduciary and trust funds.? Those states whose laws 
did not permit of such investment by savings banks, 
trust companies, and insurance companies, have like- 
wise, with a few exceptions, made such provisions as 
were necessary to make these funds available. 

The full success of the farm-loan system rests upon 
its ability to market its bonds. It was not possible 
for the land banks to operate on their capital in a satis- 
factory manner, if bonds were to be issued and sold 
in small amounts. The continuous operation of the 
system could be assured only by the sale of bonds by 
the tens of millions and in anticipation of the loaning 
needs of the land banks for a future period.* While the 


1 See chap. iii. 

2 The Federal Farm Loan Act, Section 27. 

3 Though Federal Farm Loan bonds were sold in anticipation of the 
future loaning needs of the land banks for a given period, it was neces- 
sary to deliver the bonds sold as called for by the purchasers. The 
land banks, of course, could not absorb the proceeds of a bond sale imme- 
diately—that is, invest the proceeds in first mortgages and issue 
bonds against them, for they could only disburse funds as their opera- 
tions required. The Farm Loan Board, therefore, on behalf of the 
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security underlying farm-loan bonds could not be 
questioned, the Farm Loan Board realized that as yet 
they were unknown to the American investor. For 
this reason, principally, the board secured the co- 
operation of certain bond houses, “‘with large ‘clien- 
teles’ of investors and an established reputation for 
dealing in conservative investments,” ' who formed a 
syndicate for the purpose of assisting the farm-loan 
board in introducing the Federal farm-loan bonds on 
the American bond market. This arrangement was at 
the time eminently satisfactory. 

The amount of interest the land banks are obliged 
to pay on their bonds determines the interest rate to 
be charged to the farmers who borrow. Since the 
primary purpose of the Farm Loan Act was to pro- 
vide capital for agricultural development at the lowest 
possible rate, it was of course the duty of the Farm 
Loan Board, under the above arrangement, to offer 
the bonds at the lowest rate consistent with their 
ability to command a market. ee board concluded 
that it was possible to market a 41%-per-cent bond at 
such a premium as would net the purchaser 4s per 
cent, the rate to the borrower being fixed at 5 per 
cent. Thus a spread or margin of a little over 14 of one 
per cent was realized by the banks to cover expense 
of operation.2?, The ready sale of these bonds at this 


land banks, purchased United States government bonds or certificates 
of indebtedness, which were temporarily used as security for such 
bonds as were called for, substituting first mortgages for these bonds 
as loans were made. This expedient, which is authorized by the 
Farm Loan Act, not only enabled the land banks to supply farm- 
loan bonds as called for, but made available to the land banks at call 
large amounts of funds for loaning purposes. 

1 First Annual Report of the Federal Farm Loan Board, p. 17. 

2 This spread or margin did not, of course, meet the expense of the 





SYSTEM IN OPERATION 29 


rate bears ample testimony to the desirability of 
Federal farm-loan bonds as an investment under the 
conditions then prevailing. 

The success of the first bond sale, however, did not 
foreshadew equal success in the future. The United 
States was well into the European war and the prob- 
lems of government financing were assuming large 
proportions. While there had been no difficulty in 
marketing nearly $30,000,000 in farm-loan bonds be- 
tween the first! and second? Liberty-loan issues, at a 
substantial premium, during the succeeding six months 
the government had absorbed nearly $6,000,000,000 
in capital. Anticipating this situation at the time 
the United States entered the European war, the Farm 
Loan Board had prepared an amendment authorizing 
the Secretary of the Treasury to buy farm-loan bonds 
from time to time at par during each of the following 
two years to an amount not exceeding $100,000,000 
in each year, to be subject to resale and redemption 
at the same price. It was thought that some expedient 
of the kind might be necessary, inasmuch as the offer- 


land banks during the first year. As a consequence, there was an im. 
pairment of the banks’ capital. The total impairment of capital of 
the twelve banks on April 30, 1918, which was practically at the close 
of the first year, was $411,954. In the succeeding quarter it was re- 
duced by $26,834 to $385,120, and in the four months ending Novem- 
ber 30 it was reduced by $246,594 to $138,526.—Second Annual 
Report of the Federal Farm Loan Board, p. 16. See footnote, p. 32. 

The above does not take into consideration the salaries and expenses 
of the Farm Loan Board, which are paid by congressional appropria- 
tion as provided by Section 3 of the Farm Loan Act. The Farm 
Loan Board, however, in its Third Annual Report (p. 18), recom- 
mended an amendment to the Farm Loan Act authorizing the pay- 
ment of salaries and expenses of the board by assessment upon the 
land banks instead of by direct appropriation of public funds. This 
amendment would place the system entirely on a self-supporting basis. 

1 May, I917. 

2 October, 1917. 
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ing of government bonds might temporarily destroy 
the market for Federal farm-loan bonds. This amend- 
ment was, however, not presented to Congress until 
December, 1917. The syndicate of bond houses had 
not, as had been anticipated, renewed their contract 
on December 1, 1917, owing, so they said, to the dis- 
turbed financial conditions. This situation was very 
embarrassing to the land banks, inasmuch as they 
had, on that date, commitments actually exceeding 
$100,000,000 which they were legally bound to meet 
(loans which the land banks had agreed to close). 
Had it been possible for the Farm Loan Board and 
the land banks to have done so, it would have been 
the part of wisdom to have established a bond-selling 
agency of their own, but the system was in no way 
organized to establish such an agency and conduct a 
bond sale of such magnitude without several months’ 
preparation. In view of this situation, Congress passed 
the amendment in the form prepared by the Farm 
Loan Board, and it was approved January 18, 1918. 





1This amendment authorized the Secretary of the Treasury to 
purchase from any Federal land bank, at par and accrued interest, 
farm-loan bonds issued by that bank, such purchase not to exceed 
in the aggregate $100,000,000 in each of the fiscal years ending June 
30, 1918, and June 30, 1919. It was further provided that any bonds 
so purchased might at any time be repurchased by the issuing bank 
at par and accrued interest for the purpose of redemption or resale, and 
that any bonds held by the Treasury one year after the termination 
of the pending war should be redeemed or repurchased upon thirty 
days’ notice from the Secretary of the Treasury. Under authority of 
this amendment, there were sold to the Treasury farm-loan bonds to 
the amount of $149,775,000, of which about $135,000,000 were held by 
it on September 30, 1919. 

This amendment also provides that ‘the temporary organization of 
any Federal land bank, as provided for in Section 4 of said Federal 
Farm Loan Act, shall be continued so long as any farm-loan bonds 
purchased from it under the provisions of this amendment shall be 
held by the Treasury... .” 
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The bonds issued from the time of organization up 
to April 30, 1918, including those purchased by the 
Treasury under the above amendment, bore interest 
at the rate of 44% per cent. The Farm Loan Board, 
with a view to relieving the Treasury of the United 
States of the necessity of buying farm-loan bonds, 
and re-establishing them as a security to command 
the confidence of the investing public, decided on a 
bond sale as soon as possible after the 1st of May, 
1918. The subscription period of the third Liberty 
loan extended to May 4, and it was known that 
another offering was to be made in the early fall. 
This, then, gave the maximum period of approximately 
four months within which to conduct a sale. In view 
of the existing conditions, the board was of the opinion 
that a 414%-per-cent bond was unsaleable and therefore 
fixed the rate at 5 per cent, and the rate to the farmers 
who borrow was advanced to 5% per cent. The 
selling commenced on May 20 and closed on June 5, 
1918. The sales within these sixteen days amounted 
to $56,000,000. This was enough to take care of the 
loaning requirements of the banks up to October 1, 
1918. 

The readiness with which the bonds were absorbed 
emphasized once more their desirability as an invest- 
ment. No further offerings were made until June, in 
the following year. After the funds realized from the 
second bond sale had been exhausted, in deference to 
the wishes of the Treasury authorities, bonds were 
sold to the Treasury until after the conclusion of the 
Victory Loan campaign. Farm-loan bonds during 
the fall of 1918 and the spring of 1919 were quoted 
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at a substantial premium. This was true not only 
of the 5’s of the second issue, but of the 4%’s of the 
first. In view of these conditions, the rate of interest 
on the bonds offered during June, 1919, was fixed at 
4% per cent. At this time all of the land banks had 
not overcome the impairment of their capital. The 
rate, therefore, to the farmer-borrowers was not re- 
duced, but remained at 5 per cent.! Within ten days 
the entire issue—$54,000,000o—was sold, and this, it 
was estimated, would care for the needs of the banks 
up to December, 1919. The services of the syndicate 
of bond houses were enlisted in this sale also under 
arrangements similar to those agreed on during the 
first and second bond sales. 

This method of selling bonds, however, was not 
wholly satisfactory. It is evident that if the land 
banks had been free to choose their own times and 
methods, bond sales could have been made under 
more advantageous conditions, but it must be re- 
membered that during this entire period the United 


‘On the present volume of loans the banks are realizing from borrow- 
ersa rate about nine tenths of 1 per cent higher than the rate which they 
are paying on their bonds. On such loans as represent their capital, 
against which no bonds have been issued, they are realizing 514 per 
cent. The gross annual profit on interest account, therefore, ap- 
proximates at this time $3,500,000. At the beginning of the year it 
was materially less, but it grows, and it must continue to grow, with 
each succeeding month that shows an increase in the volume of loans. 
From this profit must be deducted all expenses in excess of the agegre- 
gate of fees charged to borrowers. 

The consolidated statement of condition of the twelve Federal land 
banks as of November 30, 1918, showed an excess of expenses and 
interest charges from organization to that date of $138,526. (See 
footnote 2, p. 28.) The similar statement of November 30, 1919, 
shows an excess of earnings over expenses and interest charges of 
$1,461,440.88. It is apparent, therefore, that the net earnings of the 
twelve banks were $1,599,966.88.—Third Annual Report of the Fed- 
eral Farm Loan Board, p. to. 
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States was involved in war, and it was necessary to 
subordinate every interest to the exigencies of the 
Federal Treasury. Therefore, it appeared to be the 
part of wisdom to centralize the efforts of the land 
banks in conducting bond sales, and enlist the co- 
operation of certain large and well-known bond houses 
to insure their success. The Farm Loan Board, how- 
ever, did not look with favor on such an arrangement 
as a permanent one. “It is our belief,’ the board’s 
first annual report states, ‘‘that, in harmony with the 
other co-operative features of the Act, the sale of 
bonds directly by the banks to the investors, should 
be stimulated in every way possible.”” The board 
stated further that while it was not as yet prepared 
to make recommendation, it felt that the ‘‘process of 
issuing bonds would be very much expedited and sim- 
plified if all the loans of all the banks were assembled 
and bonds issued against them by a single bank, so 
that all farm-loan bonds might be UE ay identical 
in every particular except denomination.” 

After the sale of June, ro19, it was evident that 
farm-loan bonds were readily marketable under or- ° 
dinary conditions. Their rating on the bond market 
was exceptionally good, reflecting the confidence and 
approval of the American investor. These conditions 
were favorable to the working out of some arrange- 
ment by the land banks and the farm-loan board to 
dispose of bonds without assistance from the outside. 

While plans along these lines were being developed, 
the long-threatened suit to contest the constitution- 
ality of the Farm Loan Act was instituted. This suit 
was begun in August, 1919, in the form of an equity 
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proceeding in the United States District Court for the 
western district of Missouri. The case was heard 
October 30 and 31, the complaint being by order 
of the court dismissed, and the validity of the Farm 
Loan Act sustained. An appeal was immediately 
taken to the Supreme Court of the United States, 
where the case was heard on January 6, 1920. On 
April 28, the Supreme Court ordered a reargument 
of the case, which was heard on October 14 and 15, 
1920. The court rendered its decision on February 
28, 1921, upholding the constitutionality of the Fed- 
eral Farm Loan Act in its entirety. During the liti- 
gation it was, of course, not possible to conduct a 
successful bond sale. The validity of the Act creat- 
ing farm-loan bonds was being contested in court 
and, regardless of the confidence that might be ex- 
pressed as to the outcome of the pending suit, the 
average investor, as a matter of ordinary prudence, 
would await the decision of the court. For this rea- 
son no bonds were offered while the litigation was 
pending. 

While the funds realized from the bond sale of June, 
1919, were held to be sufficient to care for the needs 
of the banks up to December, 1919, as a matter of 
fact the banks, with one or two exceptions, were sup- 
plied with loanable funds until about February 1, 
1920. The banks, in the course of operation, had 
accumulated a large volume of approved applications, 
though on February 4 they had ceased to receive appli- 
cations, except subject to closing after the Supreme 
Court had rendered its decision. Anticipating an 
early decision, the banks made use of their credit 
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through commercial banks to take care of the most 
pressing applications. The delay in rendering a de- 
cision, occasioned by the order for reargument, created 
an emergency whereby it became necessary for Con- 
gress to extend the provisions of the Act of January 
18, 1918, to care for loans approved before March 1, 
1920. 

An impartial examination discloses the fact that 
the stabilizing influence effected by temporary govern- 
ment support through the purchase of farm-loan bonds 
was essential at the time to the continuous operation 
of the land banks. But conditions have changed. 
Now that the validity of the Federal Farm Loan Act 
can no longer be assailed, the financing of the farm- 
loan system becomes a problem of marketing, at the 
most favorable terms, an unexcelled security. It is 
entirely possible that at times general financial con- 
ditions may affect the bond market adversely and 
necessitate the sale of Federal farm-loan bonds on 
terms less favorable than under ordinary circum- 
stances. But the establishment of bond-selling ma- 
chinery wculd tend to create an even demand and to 
a large extent nullify the effect of adverse economic 
conditions in the United States. This machinery 





1 The total amount of farm-loan bonds purchased by the Secretary 
of the Treasury was by this extension increased to about $175,000,000. 

2 The land banks have received deposits from the Secretary of the 
Treasury, as contemplated in Section 32 of the Farm Loan Act. 
While this provision of the Farm Loan Act has been criticized as being 
a special privilege, as a matter of fact similar deposits are made in 
national banks. In either case the Secretary of the Treasury is author- 
ized to use his discretion in making such deposits and satisfactory 
security must be given. The Farm Loan Act provides that these 
deposits must not exceed $6,000,000 in the aggregate at any one time 
and that the interest rate charged thereon by the Treasury must not 
exceed the interest charged for other government deposits. 
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might well take the form of a subsidiary fiscal agency, 
within the farm-loan system, organized to centralize 
the efforts of the land banks in disposing of Federal 
farm-loan bonds, not only within our own country, but 
in the markets of the world. 


ZL 
FEDERAL FARM-LOAN BONDS 


FEDERAL farm-loan bond is a debenture. A 
mortgage bond and debenture are, of course, 
essentially the same, but there is an important distinc- 
tion that should be borne in mind. A mortgage bond 
is secured by certain specified and designated mort- 
gages, while a debenture is secured not by specific 
mortgages, but by the general assets of the institution 
issuing the debenture. Federal farm-loan bonds come 
within the definition of a debenture, inasmuch as the 
Farm Loan Act specifically provides that the assets 
of all of the land banks constitute security for all 
bonds issued by them.! This feature of the Act makes 
possible the sale of bonds (debentures) as has been 
described in Chapter II. As we have seen, the land 
banks estimate what their needs will be for a given 
period and a bond sale is conducted based on this 
estimate. In other words, bonds are issued and sold 
in advance of making loans, in anticipation of the 
loaning requirements of the land banks for a given 
period. Had the Farm Loan Act restricted the land 
banks to the issuance of mortgage bonds in accordance 
with the usual practice, the operation of converting 
mortgages into bonds and disposing of the bonds 


1 The Federal Farm Loan Act, Section 21. 
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would have been slow and unsatisfactory. The banks 
would first have had to make the loans, place the 
mortgages in trust as a special security for the bonds 
issued, and then offer the bonds on the market. While 
in practice the mortgage bond and the debenture 
serve the same purpose, it is apparent that in a system 
caring for such a large volume of business as does 
the Federal farm-loan system, the debenture form, as 
usually understood, is not only desirable, but essential.! 

The debenture bond has not played an important 
part in the history of England and America, but the 
experience of these countries with this method of 
financing has been of value. While the issuance of 
land-mortgage bonds and debentures is usually asso- 
ciated with European land-mortgage banks, the United 
States is not entirely unacquainted with the issuance of 
debentures, based on farm mortgages. During the late 
eighties and early nineties a number of institutions— 
about one hundred and sixty—in the New England 
and North Atlantic states, undertook to sell deben- 
tures of this nature. The disastrous ending of these 
companies is still fresh in memory, while those estab- 
lished in European countries have developed into large 
and successful institutions. The general nature of the 





1 It is also contended that the Federal farm-loan bonds are in reality 
collateral trust bonds in that they are obligations of the land banks, 
secured by the deposit, in trust, as collateral to the same, notes (as 
distinguished from first mortgages) of various farmers, which are in 
turn secured by mortgages on real estate. (Opinion of M. C. Elliott, 
counsel, Federal Farm Loan Board, rendered June 10, 1918.) This 
distinction as to form of security is in its nature a legal one, and refers 
to aruling bearing on the question of whether or not notes secured by 
farm-loan bonds can be discounted by national banks. The nature 
of the security underlying a Federal farm-loan bond, or, as it is more 
properly called, land-bank bond, is discussed in this chapter. 
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security was the same in that it consisted of mortgages 
on real estate. This being the case, inquiry must be 
made into the methods of operation. The underlying 
principles of the bond-issuing institutions of Europe 
were entirely lacking in these early debenture com- 
panies. They were not subject to inspection or super- 
vision under Federal law, whereas European institu- 
tions were safeguarded by a careful system of state 
supervision. No standard governing mortgage securi- 
ties existed, and therefore it was possible to use inflated 
estimates in land values. There was no protection 
fund in the form of stock subscriptions and reserve, or 
any restrictions as to the ratio between the bonds 
issued and their capital and surplus. These provisions 
are fundamental in European institutions. The great- 
est undermining influence, however, in connection 
with the operations of these early debenture companies 
was the practice of substituting inferior mortgages for 
collateral securities withdrawn. This, coupled with the 
fact that they operated without restriction or super- 
vision from any source, brought about their speedy 
collapse. The early history of American banks and 
insurance companies is a parallel and was equally dis- 
couraging. It was not until the banks and insurance 
companies were placed under government regulation 
and inspection that a sound system of banking and 
insurance was established. 

The underlying principles of co-operative rural 
credit upon which European systems have been built 
were recognized by the authors of the Federal Farm 
Loan Act. They realized that a successful system 
must be launched under the auspices of the govern- 
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ment itself and that the government must in a measure 
maintain supervision over its operations; that the 
distinctive features of European long-term mortgage 
credit—that is, the issue of land-mortgage bonds and 
the methods of amortization payments—should b2 in- 
corporated in any American system of land-mortgage 
banking; and that the system must be so built as to 
command the confidence of the investing public in 
order that it might have at its disposal at all times 
ample funds to care for its needs. This confidence is 
assured by so safeguarding the land banks as to pre- 
vent a repetition of the conditions which led to failure 
in the early debenture companies. The utmost care 
is taken in granting of credit (to be described in Chap- 
ters IV and V), and this leads to the selection of con- 
servative mortgage securities and renders less likely 
the use of inflated estimates in land values. In addi- 
tion thereto, the Farm Loan Act provides for capital 
stock, and a reserve, and places restriction upon the 
issuance of bonds, in accordance with the approved 
practice of similar institutions in Europe. The prac- 
tice of the debenture companies of improperly sub- 
stituting mortgages held as collateral to their bonds is 
guarded against in the Farm Loan Act by a provision 
bearing on the duties of the farm-loan registrar.1 
Notwithstanding the early American experience of 
debenture companies, the advantages of the mortgage 
bond or debenture from an investor’s point of view was 





1 The farm-loan registrar is charged with the duty, under bond, of 
seeing that Federal farm-loan bonds outstanding do not exceed the 
amount of the collateral security pledged. Such security may be either 
first mortgages, United States government bonds, or cash_—The Fed- 
eral Farm Loan Act, Section 19. 
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apparent. Under the prevailing practice of the farm- 
mortgage loan business of the United States—where 
the note and mortgage is sold directly to the investor— 
the investor is subjected to a great deal of trouble and 
inconvenience. In the first place, he must either have 
personal knowledge of all of the circumstances affect- 
ing the security or he must rely for such information 
upon a third party. If he relies on his personal knowl- 
edge he must of course assure himself as to the validity 
of the title to the land, give attention to the upkeep 
of taxes and insurance, and personally make collection 
of interest and principal when due. In the event that 
a third party, such as a mortgage company or mort- 
gage bank, furnishes information and performs this 
service, the investor must, of course, ascertain for 
himself the reliability of the mortgage company or 
bank, which it is often difficult for him to do. The 
investor, too, may not find it easy to secure a mortgage 
in just the amount which he desires to invest or for the 
period of time most suitable to him. 

There are no such disadvantages if the farmer’s 
security is converted into Federal farm-loan bonds. 
These bonds are standardized as to form and amount. 
They are issued in convenient denominations for a 
suitable period of time, and with convenient and reli- 
able means for the collection of principal and interest. 
Federal farm-loan bonds run for a period of twenty 
years, but are redeemable five years from the date 
of their issue. The five-year redemption provision 
corresponds to the minimum period for which a Fed- 
eral farm loan can be made. Bonds are issued in 
denominations of $40, $100, $500, and $1,000. They 
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are issued in registered and coupon forms, interest 
being payable semiannually at the bank of issue, both 
principal and interest being payable in gold or lawful 
money. Interest coupons are payable at any Federal 
land bank or Federal Reserve bank in the United 
States. (See sample form of bond on following page.) 

The security underlying Federal farm-loan bonds 
consists in the first instance, of mortgages on farm 
lands, carefully selected according to reliable and uni- 
form standards. These mortgages, pledged as col- 
lateral, are secured by the personal undertaking of 
the borrower; by the security of the mortgaged land, 
at least double in value to the amount of the loan; by 
the capital, reserves, and earnings of the local asso- 
ciation indorsing the loans; and by the liability of the 
members of the indorsing association to double the 
amount of the stock held by them. In addition to 
the security of all of the mortgages issued by all of 
the land banks, at least equal in amount to the out- 
standing bonds, every farm-loan bond is secured by 
the capital, reserves, and earnings of the land bank 
which issued them and by the capital, reserves, and 
earnings of the eleven other land banks. Manifestly 
these are adequate safeguards. 

The outstanding feature of this new system of land- 
mortgage banking is standardization, not only of the 
credit granted (to be further discussed in the chapters 
on loans), but also of the form of security placed on 
the market. Through standardization, coupled with 
satisfactory assurances that those standards will be 
maintained, it has been possible to command a market 
for Federal farm-load bonds in such volume as to 
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provide funds for the continuous operation of the land 
banks. 

Of equal importance to the investor and the farmer- 
borrower is the provision in the Federal Farm Loan 
Act by which all farm-loan bonds are exempted from 
Federal, state, municipal, and local taxation.’ This 
exemption makes these bonds especially attractive to 
investors and assists in reducing materially the rate 
of interest charged the borrowers. While there was 
considerable opposition to this feature of the Farm 
Loan Act, the commission that investigated rural 
credit systems in European countries, and contempo- 
rary writers as well,? were of the opinion that it was 
essential to the establishment of a successful national 
system of rural credits in this country. The United 
States Commission, in its report to Congress,’ stated 
clearly and forcibly its position on the subject of tax 
exemption; in fact, its statement can be said to be a 
summary of the principal arguments made by the 
advocates of this feature of the Farm Loan Act. The 
commission’s statement follows: 

Finally, the commission has recognized that, in order that the 
farmer shall get the benefit of the lowest interest rates, these land- 
bank bonds, as well as the mortgages or deeds of trust held by the 
banks as security for the same, must be exempted from taxation. 
It will be conceded that the tax upon a mortgage ultimately comes 
out of the borrower, either directly or in the shape of an increased 


interest rate on the loan. The proposed securities are based on 
land, and land is the one asset which is always taxed and which 





1The Federal Farm Loan Act, Section 26. 

2 Senate Document 380, Sixty-third Congress. House Document 
494, Sixty-fourth Congress. Senate Document 630, Sixty-fourth Con- 
gress. Morgan, Land Credits, chap. xii. Herrick, Rural Credits, chap. 
xix, p. 224. 

4 Senate Document 380, Sixty-third Congress. 
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cannot evade taxation. The farmer must pay his proportion of 
governmental charges, because his land is always there and the 
assessor can always reach it. The Federal government has no con- 
trol over this tax on land and does not attempt to control it. But 
it is recognized that a tax on the mortgage created by the farmer 
upon this land, or a tax upon the land-bank bond issued by the 
bank on the security of such mortgage, must ultimately be paid 
by the farmer in the shape of increased interest charges. As an 
essential to the carrying out of any reform which will meet the 
farmer’s requirements, this species of double taxation must be 
done away with. Consequently the bill provides for the exemption 
from taxation not only of the capital stock of the banks to be so 
organized, but also of all the mortgages and deeds of trust held by 
the bank and of all the land-bank bonds issued by the bank against 
such mortgages and deeds of trust. In exempting the capital of 
the bank from taxation the bill follows the Federal Reserve Act, 
on the theory that the same privilege in this respect should be 
extended to agricultural banks as to commercial banks. And in 
exempting from taxation the mortgages and deeds of trust, and 
the land-bank bonds issued against the same, the commission has 
recognized that such a tax is simply an additional charge against 
the farmer who had already paid the direct tax on his land. It 
will be impossible to secure money for the farmer on the best terms 
unless and until such an exemption goes into effect. 


The Supreme Court of the United States, in the 
case of Smith vs. The Kansas City Title and Trust 
Company,! has ruled on the validity of the tax- 
exemption feature of the Farm Loan Act. Any dis- 
cussion thereon must of course deal with it as a 
practical or economic question and not as a legal ques- 
tion. The provision for exempting Federal farm-loan 
bonds from taxation constituted the crux of the op- 
position to the Federal farm-loan system. The tax- 
free bonds issued by the land banks, it was contended, 
were a great. menace to the country. This assertion 
was made despite the fact that approximately $16,- 

1 U.S. 











; 41 Sup. Ct. Rep. 243. (See also Appendix D.) 
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000,000,000 in tax-free securities in the form of state, 
county, municipal, drainage, irrigation, and other 
bonds, had been issued and absorbed by the investing 
public. The menace of tax-free securities apparently 
did not become evident until they appeared in the 
form of Federal farm-loan bonds, which, at this writing 
(February, 1921), constitute less than 7 per cent of 
the total tax-exempt bonds in this country. 

In the sale of their bonds, the land banks are pro- 
hibited from competition with railroad bonds and 
industrials by the high rate of interest which such 
bonds bear. They do not compete with other mort- 
gages because in order to secure funds to mect their 
requirements, it was necessary to place the farmers’ 
security on the market in the form of debentures. 
The competition that the land banks have to meet 
in the sale of their bonds, therefore, is with govern- 
ment, municipal, and other bonds, which are tax free. 
Congress conferred the tax-exemption privilege upon 
the land banks so that they could compete with tax- 
free bonds on an even basis. 

Conceding, for the sake of argument, that this tax- 
exemption privilege is a subsidy to American farmers, 
is it to be condemned on that account? Are subsidies 
an innovation in this country? For reply we have 
but to turn to history. ‘‘Infant’’ industries have 
flourished in this country under a protective tariff, 
transcontinental railroads have become a reality 
through subsidies in the form of land grants, and our 
merchant marine has been fostered by subven- 
tions in various forms. Until recently, our agricul- 
tural industry has developed despite inadequate 
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financing. This was possible, as we have seen, largely 
because of the abundance of cheap lands. However, 
with the passing of our vast public domain came the 
need for more capital. In order that capital be made 
available in such form and under such conditions as 
to meet the needs of agriculture, Congress established 
the Federal farm-loan system and extended to it the 
privilege of tax exemption. The question of tax exemp- 
tion is one involving the whole theory of taxation and 
will undoubtedly receive due attention from writers 
on the subject. It is sufficient to state here that in 
the opinion of those who believe that the Federal 
farm-loan system has a place in American economic 
life, the tax-exemption feature, under present condi- 
tions, constitutes the very life blood of the system 
and its continued existence depends thereon. 

The statement is often made that a land-mortgage 
bond is the best possible security. If European ex- 
perience, and more particularly that of Germany, is 
a criterion, this statement is undoubtedly true, for it 
is there shown that the land-mortgage bond is “‘safer 
than a government bond.” Land debentures of the 
Silesian Landschaft during the Napoleonic wars fell 
to 84, then to 70 and 50, while those of the Prussian 
government sank to 20. Again, during the revolution 
of 1848, which seriously affected all values, the land 
debentures of the Landschaften of Silesia and Pomer- 
ania were quoted at 93, of West Prussia at 83, and of 
East Prussia at 96. At the same time, Prussian gov- 
ernment bonds were selling at 69, the stock of the Bank 
of Prussia at 63, and the stock of the government 
railroads fell from 90 to 30. In 1850, while the 3.5 
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per cent government bonds of Prussia were at 86.5, 
those of the Silesian Landschaft were quoted at 93.75, 
those of the Landschaft of Posen at 102, and of the 
Landschaft of Mecklenburg at 103.1. The writer was 
able to secure, through the United States Department 
of State, quotations on both government and land- 
mortgage bonds in Germany, from June 30, 1914, to 
November 29, 1919. These quotations are of such 
interest that they are reproduced on the following 
page. 

These statistics disclose the stability of land-mort- 
gage bonds and their desirability as a long-term in 
vestment. While, of course, the period of operation 
of the land banks has been too brief, and not only 
international conditions, but our domestic affairs, as 
well, have been too uncertain to permit of any 
accurate deductions being made, it is safe to predict 
that Federal farm-loan bonds will display stability 
equal to that of any of the rural credit-bonds of Euro- 
pean countries. 





1 Herrick, Rural Credits, pp. 81 and 82. 
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IV 
FEDERAL FARM LOANS 


{Es new plan of granting farm loans, the plan 
which received definite national recognition in 
the Federal Farm Loan Act, gives equal consideration 
to the problems and needs of the farmer and of the 
investor. In this respect it was somewhat revolution- 
ary, for previously farm loans had been made solely 
from the investor’s standpoint, and the wants of the 
farmer had been given little or no consideration. A 
true farm loan is one that is to be repaid from the 
earnings of the land. Nevertheless, farm loans, so- 
called, have been made in the United States with no 
thought of such redemption. They have run for peri- 
ods of from three to five years, although in most cases 
it was manifestly impossible for the farmer-borrower 
to repay his loan from the earnings of his land within 
so short a time. The terms upon which farm loans 
have been made have worked as great a hardship as 
have the unnecessarily high interest rates charged 
American farmers. Institutions and individuals who 
have had money to lend have not seemed to realize 
that the financial needs of farming are different from 
those of other industries, and must be differently met, 
if farming is to continue to develop properly and the 
country at large to prosper. To accomplish the pur- 
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pose of the Federal Farm Loan Act it has been neces- 
sary to disregard, in a measure, established precedents 
and forms in the making of farm loans, and to set up 
new standards. These new standards, however, are 
not experiments, for while they are new in this coun- 
try they have been established in many foreign coun- 
tries for over a century, and are the result of years of 
experience in land-mortgage banking. 

The distinctive features of the new system can be 
summed up conveniently, as follows: long term of 
loan, uniform low rate of interest, and the amortiza- 
tion plan of repayment of loan. In considering the 
term of the loans it is to be remembered that we are 
dealing with loans which the farmer employs in the 
acquisition and improvement of his land and the 
purchase of equipment, commonly called fixed capital, 
and not with circulating capital, which is used for 
short periods in growing and harvesting and market- 
ing crops. The problem of supplying circulating capi- 
tal is essentially different from that of providing fixed 
or permanent capital. The former is not germane to 
a discussion of the Federal farm-loan system, for that 
system was established to provide a channel through 
which the farmers of the country could market their 
long-term securities, and does not provide for their 
short-time or personal needs. 

In the establishment or development of a business 
enterprise, fixed capital is provided for by the sale 
of bonds or stock on a basis which will enable the 
business itself to retire the bonds or make the stock 
a profitable investment from its own earnings. In 
addition, loans are made by commercial banks to 
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business institutions in accordance with their ability to 
repay. Because of rapid turnover, the demands of the 
merchant or manufacturer can be satisfied if these 
loans run from three months to three years. With 
the establishment of the Federal Reserve system the 
commercial world has erected for itself a magnificent 
financial structure, giving elasticity to a hitherto rigid 
system of banking, and doing everything possible 
toward solving its financial problems. 

The financial needs of farming are different from 
those of any other industry. The farmer is unable, in 
any but exceptional cases, to market bonds of his own 
upon the security of his farm. His fixed capital forms 
a larger proportion of his investment than does the 
business man’s. His turnover is not so rapid. He 
buys live stock, machinery, buildings, and land, and it 
is many years before he can realize upon them profit- 
ably. If he had to repay a loan in three or five years, 
the farmer would naturally hesitate before building a 
barn, silo, or hog house, before constructing a fence or 
purchasing dairy stock. Such investments may be 
precisely the ones that would make his farm a more 
productive unit, but the earnings of the farm in so 
short a period of time could not take care of the neces- 
sary loan. The farmer would, of course, renew his loan 
when it fell due, but he would run grave risk of the 
money market being unfavorable at the time, and 
even if he did renew it there would be additional 
costs, such as commissions, recording charges, abstract 
fees, registration taxes, etc., incident to such renewal. 
The farmer who desires to equip his farm with costly 
but necessary agencies of production must have credit 
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for a comparatively long period of time, with the 
privilege of gradually extinguishing the principal as 
the interest is paid, and with the further right of ex- 
tinguishing the entire principal whenever he desires to 
do so. 

The Farm Loan Act provides that the rate of interest 
shall not exceed the rate on farm-loan bonds by more 
than 1 per cent, and in no event be in excess of 6 per 
cent, exclusive of amortization payments. Statistics 
of the United States Department of Agriculture show 
that the average rate of interest and commissions on 
farm-mortgage loans exceeds 6 per cent in thirty-six 
states and rises as high as 10 per cent in the states of 
Montana, Wyoming, and New Mexico.! The low rate 
feature of a Federal farm loan is obviously a source of 
great saving to the farmers in most of the states of the 
United States. 

The interest rate charged to borrowers has been 
made uniform throughout the United States. This 
was not specifically provided for in the Farm Loan 
Act, but was necessitated by the bond situation. It 
was obviously impossible for a land bank opexating on 
the Atlantic seaboard to market its low-rate bonds 
when the bond buyer at the same time could secure a 
similar bond, bearing from 2 to 3 per cent higher rate, 
in the Western states. The result of variation in rate 
would be that some of the land banks would be over- 
financed, while others would not be able to sell their 
bonds except at a prohibitive discount. Therefore, in 
order to insure the financing of all the land banks, a 





1The United States Department of Agriculture, Bulletin No. 384, 
yO 25 
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standard bond has been issued—standardized not only 
as regards maturities and the security underlying 
them, but also as regards the interest rate. 
Heretofore the interest rate on land mortgages has 
varied from district to district.!| Two reasons for this 
at once occur to our minds. One is variation in the 
supply of capital and the other is the variation in risk. 
It is apparent that in localities where there is a large 
demand for funds during certain seasons of the year 
and a small demand during other seasons, a com- 
paratively high rate must be charged in accordance 
with the seasonal requirements. There are econo- 
mists who contend that it is wrong arbitrarily to level 
the interest rate throughout the entire United States. 
They argue that interest rates are governed by local 
conditions somewhat as freight rates are governed by 
water competition. That this was true under the old 
system of mortgage banking, where every loan made 
was individually handled, is unquestioned. The cost 
of making a loan—inspecting the property and nego- 
tiating a loan—varied with the accessibility of the 
property and whether the loan was made with local 
money or with outside capital. The costs of inspecting 
necessarily vary even under the Federal farm-loan 
system, but because this system has graded or stand- 
ardized all loans and made more systematic the work 
of the appraiser, they vary less than under the old 
system and have been considerably reduced. These 
graded loans, when made, become security for bonds 





1The average rate throughout the United States varied from as 
low as 5.2 per cent to as high as 10.1 per cent. United States Depart- 
ment of Agriculture, Bulletin No. 384, pp. 4-6. 
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issued. The investors purchasing such bonds, of 
course, know that the security conforms to certain 
standards. The cost of negotiating the farmers’ loans 
in the form of bonds is no greater for one locality than 
for another, if they are sold through one channel, such 
as the Federal farm-loan system. 

As has been noted, variation in risk leads to varia- 
tion in interest rates. It is contended that low rates 
can be commanded only in those districts in which in- 
vestors have complete confidence. The proponents of 
a uniform rate of interest, however, contend that money 
is worth no more in Minnesota than it is in Illinois, pro- 
vided the risk remains the same. A $1,000 loan on a 
farm worth $2,500 in northeastern Minnesota should be 
just as good as a $10,000 loan on a farm worth $25,000 
in Illinois, provided the same standard of valuation is 
used, such as the earning power of each farm. The ratio 
of security is the same. There is no experience table,! 
however, back of the northeastern Minnesota loan as 
there is back of the Illinois loan. But loans that are 
made throughout a large territory, such as the United 
States, based upon a certain percentage of the value 
of the land for agricultural purposes, so distribute the 
risk as to make it practically negligible. 

While recognizing the need for cheaper money for 
agriculture, the authors of the Federal Farm Loan 
Act realized that of equal importance were the condi- 
tions and terms upon which loans were to be made. 
The Farm Loan Act acknowledges the truth that a 





' Reference is had to the history of making farm-mortgage loans in 
a given territory—that is, the average loan made on a given tract 
over a period of years taking into consideration the legitimate increase 
in land values, percentage of losses, and the like. 
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farmer who makes his living solely from his farm 
cannot pay the purchase price of the land or the cost 
of the permanent improvements except from the net 
earnings of his industry—that is, the surplus after he 
has paid taxes, the cost of upkeep and necessary 
family expenses. Accordingly, it provides for loans 
running from five to forty years.! This makes the life 
of the loan, or the length of time which the loan is to 
run, wholly optional with the borrower. 

All Federal farm loans are made on the amortiza- 
tion plan. The term amortiztion is as yet unfa- 
miliar to the average American. In time it will be- 
come a part of everyone’s vocabulary, for it is the 
only basis upon which a farm loan should be made if 
the welfare of the farmer is to be taken into consid- 
eration. Amortization is a term applied to the process 
of reducing indebtedness (throughout a period of 
years) by installment payments of a fixed amount, 
which include interest and a part of the principal. 
For the purpose of illustration, let us assume that a 
farmer borrows $1,000 through the farm-loan system, 
at s14-per-cent interest, and on a ‘‘1-per-cent amorti- 
zation.” 2 He pays $65 a year in semiannual payments 


1 While Federal farm loans cannot be paid off until after five years 
from the date they are made, except at the option of the land bank, 
payments in any multiple of the amortization installments or in full 
can be made on any interest-paying date without any bonus or com- 
mission. After the five-year period the farmer-borrower has an 
absolute right to pay off his loan on any interest period. Consequently, 
if interest rates should fall, the farmer could pay off his mortgaga 
and borrow again on more advantageous terms. On the other hand, 
if interest rates should rise, the land bank could not make the farmer 
borrower pay the increased rate, for the agreed rate holds good until 
the mortgage falls due, and in the meantime the amortization pay- 
ments extinguish the loan. ; ; : 

2 The amount paid on principal bears a direct relationship to the 
period of time for which an amortized loan is made. Thus, while 
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of $32.50 each until the loan is discharged. That is, of 
course, 614 per cent per annum on the sum borrowed. 
We commonly say that he is paying 5!-per-cent in- 
terest and 1 per cent on the principal, and that on this 
‘r-per-cent amortization” the loan will be extin- 
guished within thirty-four and a half years. But the 
way it works out is this. His first payment is applied 
as follows: $27.50 to the payment of interest and 
$s to reduction of the principal. The interest on the 
next payment is figured at 51 per cent on the reduced 
amount of principal of $995 (because of his first pay- 
ment on principal of $5), and is applied as follows: 
$27.36 on interest and $5.14 on the principal. He 
continues making payments of $32.50 each six months 
during the thirty-four and a half years, but the interest 
payment is constantly growing smaller and the pay- 
ment on the principal is steadily growing larger, so 
that at the end of the period of thirty-four and a half 
years he will pay $1.71 interest and $30.79 on the 
principal. By means of these small payments his prin- 
cipal is reduced little by little so that at the end of 
thirty-four and a half years it is entirely paid up. If 
the farmer chooses to pay a larger amount on principal, 
which he is compelled to do in certain of the ‘‘special- 
ized” farming districts, such as the fruit-growing sec- 
tions of California, his loan will be retired within a 
shorter period. 

The advantages of the long-term, amortized Federal 
farm loan are many. In the first place, the farmer 





an annual payment on principal of 1 per cent of the original amount 
of a loan made on a 514-per-cent interest basis retires it in thirty-four 
and a half years, a payment of 2 per cent will liquidate the same loan 
in twenty-four and a half years. 
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who secures such a loan is relieved of the dread of 
foreclosure, for if he keeps up his annual or semi- 
annual amortization payments the principal will never 
fall due. When the loan has run its full period it is 
paid. These payments are small and do not exceed 
the amount paid as interest in most of the states of 
the Union. Aside from stimulating thrift and encour- 
aging systematic saving, long-term credit of this 
nature will enable the farmer to have on hand a 
greater surplus of funds. As a consequence, he will 
become a cash customer for the merchant and a de- 
positor in the local bank. Any rural-credit system 
which enlarges farming operations, increases the pro- 
duction of the soil, or stimulates the agricultural in- 
dustry, as does the Federal farm-loan system, adds to 
the value of the capital stock of every bank located 
in a farming section, increasing its dividends, surplus, 
and profits. 

A Federal farm loan can be made cnly when it is 
secured by a first mortgage on farm land within the 
land-bank district in which the bank is located, and 
only to a ‘‘natural person,” who is the owner or about 
to become the owner of qualified farm land. No loan 
can be made, however, unless such person is ‘‘at the 
time or shortly to become, engaged in the cultivation 
of the farm mortgaged.’’! 

The Farm Loan Board has defined an actual farmer 
as ‘“‘one who conducts the farm and directs its entire 





1 Federal farm loans, therefore, cannot be made on rented farms, 
though a renter who is about to acquire title may secure a loan. The 
meaning of the term qualified farm land is necessarily indefinite. What 
lands are qualified as security for a Federal farm loan depends upon 
factors such as the soil conditions, market facilities, rainfall, and the 
like, which make up the value of the land for agricultural purposes. 
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operation, cultivating the same with his own hands 
or by means of hired labor. An owner, to borrow 
under the Farm Loan Act, must be responsible in 
every way, financially and otherwise, for the cultiva- 
tion of his land. A loan cannot be made to a corpora- 
tion, guardians, executors, administrators, or trustees. 
There is an exception in that a guardian may borrow 
if such guardian is father, mother, husband or wife, 
and has a joint interest in the property of the ward.! 
The guardian, in such case, must sign individually the 
note and mortgage and act as a member of the national 
farm-loan association. 

As has already been stated, the purpose that the 
framers of the Farm Loan Act had primarily in view 
was the development of agriculture. In order that 
the loans made through the farm-loan system be 
directed toward this end, they specifically provided 
the purposes for which a loan may be made. ‘These 
purposes are enumerated in Section 12, subdivision 4, 
of the Farm Loan Act, as amended, as follows: 


Such loans may be made for the following purposes and for no 
other: (a) To provide for the purchase of land for agricultural 
uses. (b) To provide for the purchase of equipment, fertilizers, 
and live stock necessary for the proper and reasonable operation 
of the mortgaged farm; the term ‘‘equipment”’ to be defined by 
the Federal Farm Loan Board. (c) To provide buildings and for 
the improvement of farm lands; the term “‘improvement”’ to be 
defined by the Federal Farm Loan Board. (d) To liquidate in- 
debtedness of the owner of the land mortgaged incurred for agri- 
cultural purposes, or incurred prior to the organization of the first 





1 This ruling of the Farm Loan Board has afforded relief in many 
instances where death intervened while the loan was in the process 
of closing; in fact, in a number of cases, under this ruling, the ward 
was able to retain the farm and continue its operation, which would 
not have been the case had the loan not been closed. 
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farm-loan association established in and for the county in which 
the land is situated. 


The Farm Loan Board has ruled that under the 
term equipment may be included the improvements 
needed in the conduct of the farm to facilitate its 
operation, including teams, as well as machinery, tools, 
and the like. The term improvement has been defined 
to include anything in the form of a beneficial structure 
or any useful, permanent, physical change tending to 
increase the productive value of the farm; for example, 
clearing, tiling, draining, fencing, and building. 

In determining what land is acceptable as security 
for a federal-farm loan, the Farm Loan Board has 
held that ‘“‘it is not necessary that all the land included 
in the mortgage shall be under cultivation”; that 
‘“‘one of the purposes for which money may be bor- 
rowed is to prepare land for cultivation”; that “a 
reasonable amount of pasture land in connection with 
a farm is desirable’; and that ‘‘such pasture land 
may be appraised in such appraisal.” The board has 
ruled further that ‘‘loans may be made on lands 
which are primarily agricultural lands, on which, how- 
ever, there are leases carrying the right to remove oil, 
gas, or other minerals, provided that the extent to 
which such use may interfere with the use of the land 
for agricultural purposes be taken into consideration”’; 
and that ‘‘the land bank require the borrower to in- 
clude in his mortgage his rights under such lease’; 
and that ‘‘any proceeds therefrom shall be applied to 
the payment of the mortgage.” Where lands under 
drainage projects are subject to a fixed annual charge 
the board has ruled that ‘‘this charge may be regarded 
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as of the same nature as a municipal or school-district 
tax, which does not prevent the making of a loan on 
such land, but must be taken into account in apprais- 
ing its value.” 

Orchard lands and lands under irrigation or drain- 
age projects have been subjects of special considera- 
tion by the Farm Loan Board. Orchard lands in 
many sections of the United States are highly devel- 
oped and very productive. In some cases, however, 
these lands have no value for other agricultural pur- 
poses. The Farm Loan Board has taken the view 
that ‘‘the value consists of the trees and not of the 
land, and trees are not a ‘permanent, insurable im- 
provement’ in that they are subject to utter destruc- 
tion by either freezing or neglect.’’ As a consequence, 
the board ruled that ‘‘where the lands have a basic 
agricultural value, such value shall be the basis for 
loans’’; that ‘‘orchards shall not be regarded as per- 
manent improvements, but shall be taken into con- 
sideration as enhancing the general value of the land 
and in determining its productive value.” A con- 
sideration of the difficulties presented in making loans 
on irrigation and drainage projects necessitated em- 
ploying an experienced engineer. 

Considerable discussion took place during the early 
period of operation as to what constituted a farm for 
the purpose of making a loan under the farm-loan 
system. Applications were submitted for loans on 
lands which, in fact, were summer homes or suburban 
lots. This problem was solved by the Farm Loan 
Board by applying an economic test, as stated in the 
following rule: 
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A farm must be of sufficient area to yield at the hands of an 
ordinary capable farmer, putting it to the use to which it is gen- 
erally adapted, and using average methods, an income sufficient 
to support the family of the applicant and discharge the interest 
and amortization payments." 

While the period of operation of the farm-loan sys- 
tem is yet too brief to hazard a prediction as to the 
beneficial effects which will result from the provision 
of the Farm Loan Act specifying the purposes for 
which loans may be made, it is of interest to note 
that, from a detailed statement issued by the Farm 
Loan Board covering 83,826 loans aggregating $251,- 
426,600, 11 per cent of the amount loaned was used 
for the purchase of land mortgaged, and 2 per cent 
for the purchase of other land, making a total of 13 
per cent for the purchase of land; 9 per cent for 
buildings and improvements; 2 per cent for imple- 
ments and equipment; 3 per cent for the purchase of 
live stock; 59 per cent for the liquidation of existing 
mortgages; 9 per cent to pay other debts; and 5 per 
cent for the purchase of stock as required in the Act.’ 
To insure against the use of the proceeds of Federal 
farm loans for other than productive purposes, the 
Farm Loan Act was amended in April, 1920, prohibit- 
ing the refunding of any mortgages unless the indebt- 
edness was incurred for agricultural purposes.2 The 
far-reaching effect of this compulsory direction of 
money to productive channels will benefit not the far- 
mer alone—its value to the country at large will in 
time manifest itself by higher standards of living. 


1 The use of the term average has reference to the methods of farm- 
ing in a given locality and not to an area as large as a state or land- 
bank district. 

2 Second Annual Report of the Federal Farm Loan Board, p. 8 

8 Public Document No. 182, Sixty-sixth Congress, Section 4. 


V 
FEDERAL FARM LOANS (CONTINUED) 


HE success of any system of making farm loans 
depends upon the correct appraisement of land 
values. Whatever safeguards there may be in the way 
of restrictions upon purposes for which loans may be 
made, limitations on the amount to be loaned to a 
certain percentage of the farm value, or the establish- 
ment of insurance funds against losses, of surpassing 
importance is the correct valuation of the security 
underlying the loans. If the work of appraising is 
carelessly or faultily performed, the result is soon re- 
flected in an increasing number of foreclosures and 
overdue interest payments. This condition, unless cor- 
rected, leads to serious difficulties and eventual disaster. 
The methods of ascertaining the value of farm prop- 
erty are perhaps as varied as there are men engaged 
in the work of farm appraisal. The scientific appraiser 
informs us that the value of the land plus the value 
of the buildings, when the buildings meet the “average 
adequate’’ needs of the farm, is the value of the farm; 
the personal element is important, though, under a 
national system of loaning such as the Federal farm- 
loan system, a matter of secondary consideration. We 
are told further that the value of the land and build- 
ings is arrived at through another factor—t.e., the net 
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earning power of the farm. Inasmuch as the earning 
power of the farm is affected by the personal element, 
we are again told that the personal element is equal 
to the difference between a liberal and a conservative 
loan and, in fact, determines which it shall be. The 
practical appraiser bases his valuations upon his find- 
ings, which can be interpreted to mean experience 
plus powers of observation. While a valuation placed 
upon a farm by either of these two appraisers may be 
sound, as a matter of fact the appraiser who combines 
scientific analysis with good judgment obtained 
through years of experience is much better equipped 
for his work than either of the other two mentioned. 

In a discussion of the method of arriving at the 
value of farm property and the basis upon which 
loans are made, one must use as his text the plain 
mandate of the law itself. Section 12, subdivision 5, 
of the Act, provides that: 


- no such loan shall exceed fifty per centum of the value of the 
land mortgaged and twenty per centum of the value of the per- 
manent insured improvements thereon, said value to be ascertained 
by appraisal, as provided in section ten of this Act. In making 
said appraisal, the value of the land for agricultural purposes 
shall be the basis of appraisal and the earning power of said land 
shall be a principal factor. 


In order that this provision of the law might be more 
clear to the loan committee of the national farm-loan 
association, the Farm Loan Board issued the following 
ruling: 

The appraisement of a farm shall represent the best judgment of 
the loan committee as to the value of the land in question, the 
principal factor being the productivity of the land when used for 


agricultural purposes, but taking also into consideration the sala- 
bility of the land and prevailing prices in the community. 
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Section 10, paragraph 3, last sentence, of the Act, 
provides that ‘‘no such loan shall be made by said 
bank unless said written report? is favorable.” 

The Farm Loan Act, then, specifically recognizes the 
three traditional factors of farm appraisal—the land, 
buildings (improvements), and, to some extent, the 
personal security. While the personal element is a 
factor of considerable importance in the making of a 
Federal farm loan, for obvious reasons it is not and 
never can be the controlling factor under this system 
of making land-mortgage loans. One of our captains 
of finance is reputed to have said, ‘‘I would rather 
loan a million dollars to a man of good character than 
upon the best security in the world.” While this is a 
splendid tribute to the worth of good character and 
lends emphasis to the oft-repeated statement that 
good character has become a favorite ground with 
bankers to lend upon, it is manifestly impossible in a 
national system of land-mortgage banking to consider 
the personal element of equal importance with the 
real security. Through the Federal farm-loan system 
loans are made by the tens of millions annually and 
this does not permit of intimate contact (except within 
the national farm-loan associations) with each bor- 
rower. Further than this, Federal farm loans are made 
for a period of a lifetime, during which the security— 
the farm—may change owners a great many times. 
The personal element may, however, be sufficient 
ground for the rejection of an application for a loan, 
regardless of the other two factors of the appraisal. 

The earning power of the land is specifically recog- 





1 The report by the government appraiser. 
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nized by the authors of the Farm Loan Act as the 
fundamental factor in arriving at its agricultural value. 
The sale value, however, bears a close relationship to 
the income-producing value or earning power of a 
farm. Where this is not the case, it is probable that 
other factors enter in, such as climatic or community 
advantages. There are, of course, instances of undue 
land inflation which seem to jar the relationship of all 
values and lend color to the statement that the sale 
value is only indicative of the extent of the risk in 
making loans. A thorough knowledge of conditions, 
however, is sufficient to discount any sudden fluctua- 
tions in land values.! 

An application for a Federal Farm Loan is first ap- 
praised by the loan committee of the national farm- 
loan association, through which the application is 
made.? This committee submits a detailed written 
report, not only upon the value of the farm property 
and the character of the applicant, but also regarding 
the neighborhood generally. This report, together 
with the committee’s recommendations, is passed on 
by the board of directors of the association, which, in 
case it approves the same, elects the applicant to 





1 To meet a situation of this kind the Farm Loan Board ruled that 
“where a farm has sold within a year at a price materially higher 
than the last previous sale, such enhanced price was not to be taken 
into consideration in making an appraisement”; and that ‘with a 
few negligible exceptions, not more than $100 an acre was to be loaned 
on land devoted to general agricultural purposes, even in those sec- 
tions where sales were being made at prices ranging from $250 to $400 
an acre. 

* An amendment to Section 10 of the Act authorizes the designation 
by the loan committee of the secretary-treasurer or some other person 
to make the necessary investigation on its behalf, but the result of 
this investigation must be signed by the members of the loan com. 
mittee.—Federal Farm Loan Board, Circular No. Il} Ds 5: 
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membership and transmits the report with its recom- 
mendations to the land bank. The land bank, upon 
receipt of the application and report of the loan com- 
mittee and board of directors of the national farm- 
loan association (on one printed form), instructs a 
land bank appraiser to inspect the farm which is to be 
security for the loan. After making exhaustive in- 
vestigation, the appraiser submits his report and rec- 
ommendations to the land bank. The land bank has 
then before it all the essential facts, corroborated by 
its own investigator, together with such collateral 
facts as bear on the general conditions in the locality, 
like the average rainfall, character of the soil, the 
water supply, transportation and market facilities, 
educational and social advantages. 

The method of arriving at the value of farm lands 
above outlined has proved to be eminently satisfac- 
tory. While it may appear somewhat cumbersome, 
experience has demonstrated that, once the machinery 
was established, it operated efficiently and rapidly. 
The fact that the Farm Loan Board reports but two 
instances where it has been necessary to take proper- 
ties in foreclosure, is evidence of the conservative 
character of the loans that have been made.’ Assum- 
ing that the sale value is the best possible criterion by 
which to judge the value of the land for agricultural 
purposes, the Farm Loan Board has had data compiled 
on the sale of farms which constituted security for 
Federal farm loans. While the figures given do not 
include every sale made, they do cover 2,178 typical 
cases during the fiscal year that ended November 3o, 

1 Third Annual,Report_of the Federal Farm Loan Board, p. 13. — ; 
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1919. These figures show that of the above number 
of sales, the loans made by the banks represented 
39.98 per cent of the farm values as determined by 
the appraisers, and 33.41 per cent as determined by 
subsequent cash sales. They show further that these 
sales represented an advance of 19.46 per cent over 
the appraiser’s valuation.? 

The above observations and figures relate, of course, 
to the system as a whole, and do not indicate the 
peculiar difficulties in valuing farm property in certain 
land-bank districts. To illustrate: in almost every 
section of the country land has a per acre value. Such 
is, however, not the case in the New England states. 
A farm is bought and sold as a unit and not on a per 
acre basis. Ready sale does not depend upon the 
earning power of the land or the number of acres in 
the unit, but upon the desirability as a place of resi- 
dence—a combination of fine old buildings, fields, 
meadows, and babbling brooks, with some woodland, 
being more desirable than the most fertile acres. 
Under such conditions the problems of farm appraisal 
become very complex. But it is not New England 
alone that is confronted by peculiar local conditions. 
Other land-bank districts have had difficult problems 
in connection with appraising lands in their individual 
territory; in general these problems have been solved 
through the co-operation of the officers of the land 
bank and the Farm Loan Board. 

When the property of the applicant for loan has 
been appraised and the loan allowed by the land bank, 
the applicant is required to furnish abstract of title 

‘Third Annual Report of the Federal Farm Loan Board, p. 14. 
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and insurance in such amount as the land bank may 
designate. The abstract of title is then examined by 
the legal department of the land bank, the necessary 
legal papers drawn, executed, and recorded, and the 
loan closed. The practice of the land banks is to re- 
quire insurance to the amount of 60 per cent of the 
value of the permanent structures on the farm.! 
Though the bulk of the insurance furnished is written 
in mutual companies, especially the small farmers’ 
mutuals, a considerable amount is also written in old- 
line insurance companies. In certain sections of the 
country, owing to the remoteness of the property and 
the undesirability of the business, it is impossible for 
the owners to get insurance at all, and this has caused 
no little trouble and annoyance to the borrower and 
to the land bank. Together with other disadvantages, 
such as lack of uniformity of policies and mortgage 
clauses, it has prompted the Farm Loan Board to sug- 
gest that ‘‘the Federal land banks . . . write fire- 
insurance policies on permanent structures on the 
farms of the borrowers,’’? to the end that policies be 





1The Farm Loan Board has ruled “that, with due discretion and 
discrimination in individual cases, fire insurance should be required 
whether it is a factor in the security or not. It is believed that where 
permanent improvements do not exceed the value of, say, $300, they 
should not be taken into consideration as a factor in the loan, nor 
should insurance be required.” The board expressed itself as follows 
on the desirability of insurance: ‘‘First, that without insurance, 
destruction of the buildings on a small farm might destroy its value 
as a farming unit. With insurance the borrower will be enabled to 
replace his buildings and continue to live on the farm, or the loan 
will be reduced to a point of safety by the application of the funds from 
the insurance to the loan; second, the system owes some duty to the 
borrowing farmers in an educational way, and the board feels that 
it is well enough for the banks to encourage the habit among farmers 
of protecting themselves against loss by fire or other elements.” 

2 Second Annual Report of the Federal Farm Loan Board, p. 13. 
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issued uniform as to conditions, covenants, and mort- 
gage clauses, and all commissions be eliminated and 
the overhead expenses reduced. Obviously, certain 
advantages could be derived from such an undertak- 
ing. On the other hand, there is the objection that 
must come to the mind of anyone; namely, that the 
system has already a sufficiently large task to per- 
form, and that it is questionable whether the govern- 
ment should take over the function of insurance when 
individual effort is capable of performing it. 

The expenses of the land banks consist largely of 
the cost of making appraisements of land and ex- 
amination of title. To cover this cost the land 
banks are authorized under the Act to charge ap- 
plicants for loans reasonable fees not exceeding 
actual cost. These fees are, however, materially 
less than the cost of the service, the difference 
being supplied from the earnings of the land banks. 
As has been stated,! the land banks are realizing 
from borrowers a rate about nine-tenths of one per 
cent higher than the rate which they are paying 
on their bonds. From the loans made which repre- 
sent the bank’s capital, against which no bonds have 
been issued, the land banks are realizing 51% per cent. 
The sum of these two items constitutes the gross an- 
nual profit on interest account. From this must be 
deducted all expenses in excess of the sum total of 
the fees charged to arrive at the net profits of the 
land banks. 

In accordance with the provisions of the Federal 
Farm Loan Act, each land bank carries to reserve ac- 


1See footnote, p. 32. 
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count 25 per cent of its net earnings.1 Only after it 
has done so may it declare a dividend to the national 
farm-loan associations within its district. The na- 
tional farm-loan association, in turn, must carry 10 
per cent of its net earnings to reserve account,? after 
which it may declare a dividend to its stockholders. 
Each borrower is required, through his farm-loan as- 
sociation,®? to become a stockholder to the extent of 
5 per cent of the amount of his loan. He borrows at 
a 5/4-per-cent rate, but on a loan of $1,000 he receives 
only $950, being required to invest $50 in stock.’ 
Unless he receives a dividend on his stock he is paying 
$55 annually on a loan of $950, or about at the rate 
of 5.8 per cent, which, of course, is reduced by such 
amounts received as dividends on his stock. The 
Farm Loan Board calls attention to the fact that the 
dividends distributed for the year ended November 
30, 919g, represent only 26 per cent of the net earnings 
of the land banks.* It has the following comment to 
make thereon: 


While stockholders in a co-operative enterprise, whose stock- 
holding is enforced and not voluntary, have rights which should be 
respected, the board nevertheless feels that the credit of the banks 
as constant sellers of securities should be fortified to the fullest 
possible extent, and that they and their bondholders should be 
made absolutely secure by the accumulation of a surplus sufficient 
to take care of any eventuality, however unlikely, which it is at 
all possible to anticipate. 


When this object has been attained, dividends will 
undoubtedly be declared, and paid in a greater amount 


1 See footnote, p. 26. ? Ibid., p. 26. 

3 Except when a loan is made through an agency, in which case the 
borrower subscribes for a similar amount of stock in the land bank 
direct. 

4 Third Annual Report of the Federal Farm Loan Board, p. 11. 
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than at present, which, of course, will proportionately 
reduce the rate of interest to the farmers who borrow. 
The needs of agriculture cannot be construed to 
mean the financing of the so-called large farmers, for 
under usual conditions they are not in urgent need of 
credit. The land banks are not designed for capitalis- 
tic owners of farm lands, but for the great number of 
small cultivators who are the backbone of agriculture. 
Therefore, the Farm Loan Act requires that borrowers 
must be engaged, or about to be engaged, ‘‘in the 
cultivation of the farm mortgaged.” The interpreta- 
tion which the Farm Loan Board has placed on this 
provision conforms to the spirit of the Act. It has 
ruled that farm owners who operate their farms, with 
or without hired help, and who therefore assume all 
the risks connected with the business, are entitled to 
loans under the Act. While this ruling prohibits the 
making of Federal farm loans on farm lands operated 
by tenants, whether on a share or money rental basis, 
it does not bar the tenant who wants to become a 
farm owner from securing a Federal farm loan. 
Suppose a tenant farmer has only $600 or $700 and 
desires to purchase a farm. The farm, we will say, is 
worth $5,000; the land $4,000, and the buildings 
$1,000. On this valuation the tenant could secure a 
maximum loan of $2,000 on the land and $200 on the 
buildings, or $2,200, for which he would give in ex- 
change a first mortgage on the farm. The $2,200 he 
pays to the seller as a first payment, retaining his 
savings for operating expenses. The seller would then 
take a second mortgage for the balance due, which 
he can do with perfect safety, giving a certain period 
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of years to pay it out. A second mortgage in the past 
has not been a very desirable investment, for the rea- 
son that the holder took an additional risk which the 
holder of a first mortgage did not take; that fou itiat 
became necessary to foreclose in order to protect him- 
self, the holder of the second mortgage had to buy out 
the holder of the first mortgage. In the transaction 
stated above, where the tenant secures a Federal farm 
loan, the situation is entirely different. Federal farm 
loans are made for a long period of time, on the amor- 
tization plan, and at a low rate of interest. In other 
words, such loans are made with a view to keeping the 
man on the farm. In the event, however, he defaults 
and it becomes necessary for the land bank to fore- 
close, the second mortgagee, acquiring title by fore- 
closure of his mortgage or by quit-claim deed from the 
borrower, can take over the first mortgage, being only 
required to pay the exceedingly small amortization 
installments as they come due, and not the entire loan. 
He may, of course, take the $2,200 paid to him by 
the purchaser, or so much thereof as is necessary, and 
pay it back to the land bank and get the farm again 
free from incumbrance. The popular idea of a second 
mortgage must therefore be revised when considering it 
in connection with a Federal Farm Loan. A number of 
local bankers, acting as secretary-treasurers of national 
farm-loan associations, have adopted with marked suc- 
cess the above plan of assisting tenant farmers who are 
worthy and who desire to become farm owners. 

That the land banks have operated with the pur- 
pose of rendering service to agriculture, rather than 
of building up enormous “dollars and cents”’ totals, 
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is reflected in the consolidated statement of financial 
condition, issued by the Federal Farm Loan Board. 
Since organization, the statement discloses, 259,349 
individuals have applied for loans aggregating $757,- 
344,907. Of the amount applied for but $367,834,014 
have been loaned to 131,035 farmers. The percentage 
of shrinkage in the number and amount of applica- 
tions is approximately 50 per cent, or a ratio of one 
loan closed to two applied for. The reasons for this 
shrinkage are numerous. During the early organiza- 
tion of the system it was found that an impression 
prevailed in many sections of the United States that 
the funds loaned were government funds,’ which would 
be freely distributed without a business-like considera- 
tion of the security offered. The disillusionment of 
those individuals who submitted applications under 
this mistaken idea was speedy, for it soon became 
known that the provisions of the law were being strictly 
adhered to and that no loans would be made on worth- 
less security or for speculative purposes. There were 
also individuals who submitted applications for loans 
with no thought of completing them, but merely to 
secure a government valuation of their property. This 
practice brought about a ruling by most of the land 
banks requiring a fee of five dollars be submitted with 
each application. This fee was credited to the appli- 
cant in the event the security offered was appraised ; 
if the application was withdrawn before appraisal, the 
fee was returned to the applicant. 





1 At the close of business, October 31, 1920. 

2 Federal farm loans are not in any sense government loans. The 
funds from which they are made are created by the sale of Federal 
Farm Loan Bonds. 
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The granting of a Federal farm loan is controlled at 
four points in the process of making the loan. First, 
loans may be rejected by the farm-loan association; 
second, by the land-bank appraiser; third, by the 
Federal land bank; and fourth, by the Farm Loan 
Board. All canceled, withdrawn, or rejected loans 
come within one of these classifications. In those 
sections of the country where land values are high, 
the $10,000 limitation fixed by law has automatically 
caused the rejection of a great many loans. Farms 
that are rented, unimproved land, and land which is 
not dependable farming land have not been accepted 
as security for loans. A great number of loans have 
been withdrawn voluntarily by the applicant for 
various reasons. For instance, a farmer makes applica- 
tion in the month of May for closing on the first day 
of August of the same year. In July he finds that he 
will likely harvest a good crop and receive good prices. 
As a consequence he feels that he will be able to get 
along without making a loan, and therefore with- 
draws his application. In many instances the appli- 
cant has been unable to furnish an abstract disclosing 
a merchantable title to the land upon which he desires 
a loan. As a consequence, the land banks have had 
no alternative but to reject his application. It mani- 
festly would be of little value to enumerate further 
the reasons for the shrinkage referred to above, for 
every application canceled, withdrawn, or rejected is 
governed by a different set of facts and must be con- 
sidered by the proper officials in the light of all the 
circumstances affecting the case. This emphasizes 
the fact that the making of loans through the Federal 
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farm-loan system, as through any other loaning in- 
stitution or system, is not automatic or impersonal, 
but depends upon the ability, efficiency, and experience 
of those officials and employees within the system in 
whom is lodged the responsibility of valuing the 
security and allowing loans. 

The best possible criterion by which to judge the 
standard of service the farm-loan system has rendered 
since its establishment is the number of farmers it 
has served. Though loans may be made to the amount 
of $10,000, the figures quoted above indicate that no 
attempt has been made to ‘‘get big loans”’ to swell 
the totals of the system. On the contrary, the average 
loan is about $2,800. In those land-bank districts 
which embrace the older regions where land values 
are comparatively high, the average loan is, of course, 
larger. In other districts, in which the greater part of 
the loaning area is composed of undeveloped sections, 
the average is, naturally, lower. 

While the system of land-mortgage banking which 
prevailed prior to the establishment of the Federal 
farm-loan system rendered a distinct service to the 
agriculture of this country, agriculture had, as a rule, 
not only paid too heavy toll for this service, but it 
had not been granted under the most favorable terms 
and conditions. The primary purpose of the Federal 
Farm Loan Act is expressed in the first clause of its 
preamble, ‘‘To provide capital for agricultural devel- 
opment.” If the operation of the machinery estab- 
lished in pursuance to the provisions of the Act has 
fallen short of this accomplishment, it should be dis- 
placed by one which comprehends it. If the farm- 
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loan system has demonstrated its ability, within the 
short period since its establishment, to meet this need, 
then it should receive the heartiest co-operation from 
those individuals and institutions who are in a posi- 
tion to assist in its work. 


VI 
CO-OPERATIVE FEATURES OF THE FARM-LOAN SYSTEM 


cles Federal farm-loan system is not an adaptation, 

as is popularly supposed, of rural-credit systems 
established in foreign countries. In fact, its frame- 
work in no way resembles that of any other system, 
although it embodies some of the more important 
principles. of the co-operative land-mortgage credit 
associations (Landschaften) of Germany. The farm- 
loan system as established is designed to meet Amer- 
ican conditions and needs, with a view to rendering 
service to the country at large and not to any particu- 
lar state or section. In European countries rural- 
credit systems were established in a small way for the 
benefit either of the very poor or of the very rich, and 
only through evolution and development have their 
services been extended and made available to farmers 
in general. 

While the structure of the farm-loan system in no 
way resembles that of foreign co-operative land-mort- 
gage credit systems, it rests upon the same foundation. 
The fundamental principle upon which all are based 
is co-operation of borrowers—that is, instead of the 
farmer-borrowers receiving their loans independently 
and individually, they organize, pool their securities, 
and thus obtain the most favorable terms, This prin- 
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ciple is of prime importance to the establishment and 
development of a land-mortgage credit system in the 
United States. It was impossible for the farmers to 
obtain credit in accordance with their needs through 
independent or individual action. By associating 
themselves for the purpose of improving their credit 
facilities, they could place on the market a superior 
security. For this reason the national farm-loan asso- 
ciation was made an integral part of the farm-loan 
system. 

The national farm-loan association is a corporation, 
chartered by the Farm Loan Board, having perpetual 
existence unless, of course, it liquidates or consolidates 
with another association. It is not so much an aggre- 
gation of capital, though it has capital stock, as an 
association of individuals united for the purpose of 
improving their credit facilities. 

The farm-loan association is self-governing as re- 
gards its local affairs. The supreme authority is 
lodged in its board of directors, elected by the mem- 
bers of the association. This board in turn elects 
officers, and designates a person, who need not be 
a member of the association, to act as secretary- 
treasurer. The secretary-treasurer, as has been pre- 
viously stated, carries on the routine and clerical work 
of the association and is vested with authority to con- 
duct its current business affairs. 

New members are admitted only upon a favorable 
vote of a majority of the board of directors. pine 
association then, through its board of directors, de- 
termines in the first instance the qualifications of the 
applicant. Our first thought is that this power would 
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be abused, but experience has shown that no deserving 
applicant has been refused consideration, while there 
are many instances where ne’er-do-wells have been 
very pointedly informed that the association would not 
become an indorser of their obligations until their 
methods of farming showed improvement. This fea- 
ture, judiciously administered, will undoubtedly prove 
a stimulant to improvement and go far toward mak- 
ing membership in a national farm-loan association a 
badge of honor. 

The Federal farm-loan system was designed for the 
bona fide farmer and not for the speculator. In order 
that the farmer may reap the real benefits of the farm- 
loan system, the Farm Loan Act provides that the 
capital stock be subscribed by the farmers who borrow 
and not by the outside investing public. If the act had 
provided for public subscriptions of stock the benefits 
would have gone to the subscriber and not to the farm- 
ers who borrow. It would have been of advantage to 
the outside public to increase the rate charged the 
borrower to ‘‘as much as the traffic would bear,”’ for 
then their profits would have been greater. It was 
just such a policy of rate-setting that the Farm Loan 
Act was designed to prevent and does prevent. The 
farmers who borrow through the farm-loan system, 
and thereby become stockholders, are not so much 
interested in profits from their stock as they are in 
securing a loan at a low rate of interest. This can be 
assured only if they own the stock, because they can 
then dictate what the interest rate shall be, subject 
only to the rate at which farm-loan bonds could be 
marketed (allowing a small per cent above this rate 
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necessary to defray the expenses incident to operating 
the farm-loan system). Any surplus is returned to the 
farmer-borrowers in the form of dividends. Under 
this plan they secure their loans at absolute cost. 

As has been stated, the farm-loan association is 
primarily an association of persons and not a combina- 
tion of capital. To insure against a few of the larger 
borrowers dominating the affairs of the association, 
through control of its capital stock, the Farm Loan 
Act provides that a member shall have one vote for 
each share of stock held by him, but in no case can 
a member cast more than twenty votes. In the man- 
agement of the association, therefore, majority rule 
prevails, for a member borrowing $2,000 casts the 
same number of votes as does the member who has 
secured a $10,000 loan. The members of the farm- 
loan association have at all times an influence in the 
management of its affairs in accordance with the co- 
operative spirit which permeates the farm-loan system. 

The Farm Loan Act provides for a double liability 
as the extent to which members of a farm-loan asso- 
ciation obligate themselves in case of default, though 
in European countries unlimited liability has been an 
accepted principle of co-operative credit. The term 
double liability was familiar to the people of the United 
States, for the stock in national banks and in most 
state banks, as well as many other forms of corpora- 
tions, carries this obligation, which undoubtedly ac- 
counts for its inclusion in the Farm Loan Act. This 
feature is in its nature a safety device, and an addi- 
tional assurance to the investor. Before the double- 
liability provision can be resorted to, the land itself 
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must have depreciated over 50 per cent, the buildings 
be practically destroyed, and the association’s funds 
exhausted. This eventuality is exceedingly remote. 
It must also be borne in mind that Federal farm 
loans are all made on the amortization plan, whereby 
the principal is being reduced annually or semi- 
annually, thus increasing the margin of security and 
reducing the land bank’s equity every six or twelve 
months. Because of the conservative method of mak- 
ing loans, considered with the factors stated above, it 
is exceedingly unlikely that the liability feature will 
ever become operative. It is of value, of course, as an 
additional assurance to the bond buyers and as a 
means of insuring a continued interest in the affairs 
of the association on the part of those members who 
might otherwise feel that they had no further concern 
with the association or its affairs, inasmuch as their 
own needs had been cared for. 

Among the enumerated powers of the national farm- 
loan association is the authority to issue certificates, 
bearing interest at not over 4 per cent annually and 
running for not longer than one year, against a deposit 
of current funds. These certificates are convertible 
into Federal farm-loan bonds when presented to the 
Federal land bank of the district in amounts of $25, or 
any multiple thereof. This provision of the Farm 
Loan Act was intended to encourage saving and the 
sale of farm-loan bonds in rural districts. It is pat- 
terned somewhat after the method employed by cer- 
tain co-operative credit institutions in European coun- 
tries designed to raise funds with which to make 
loans. In fact, many European institutions make 
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loans solely from funds deposited with them, and do 
not issue debentures or bonds at all. This method of 
financing was possible by reason of their small begin- 
nings and steady growth over a long period of years. 
A land-mortgage system, however, of such proportions 
as to meet the needs of American agriculture, could 
not be financed in this manner without a disturbance 
of the already well-established and splendid system of 
Savings banks and trust companies. It is doubtful 
whether any legislation could divert the deposits of 
these institutions in sufficient amounts to meet the 
requirements of a national land-mortgage system. 
While this feature of the system has not been called 
into operation, it is hoped that when money conditions 
become more steady, it may be a means whereby the 
farm hand and the tenant farmer may deposit their 
savings until they have enough to purchase an equity 
in a farm and secure a Federal farm loan thereon. The 
development of this provision of the Farm Loan Act 
may do much toward solving the tenant problem and 
eliminating absentee landlordism. 

While the Farm Loan Act does not permit the na- 
tional farm-loan association as such to function for any 
other purpose than those specifically provided by law, 
there is no reason, the Farm Loan Board points out, 

. why the usefulness of the association should stop with bor- 
rowing merely because their legal powers stop there. There is no 
reason why the farmers united in any national farm-loan association 


should not also associate themselves together for buying, for selling, 
for personal credit at the bank, or any other co-operative purpose. 


This point was further emphasized by the former 
commissioner of the Farm Loan Board when he said: 
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_. . the real object of Congress in providing the association fea- 
ture was to show the farmers the benefit of co-operation. When 
they saw what co-operating in borrowing had done for them, 
Congress believed that the farmers would tend to co-operate in all 
kinds of directions." 


The co-operative idea embodied in a national farm- 
loan association extends through the entire farm-loan 
system. The farmer who borrows in the first instance 
subscribes to stock in the local association, and the 
association in turn subscribes an equal amount of 
stock in the land bank. As the Farm Loan Act pro- 
vides, the land banks will ultimately be owned co- 
operatively by the national farm-loan associations of 
the land-bank district, such associations being them- 
selves co-operatively owned by their members. The 
co-operative feature of the system extends even fur- 
ther, for the Farm Loan Act provides that land banks 
shall be liable for the obligations of every other land 
bank in proportion to the amount of their resources. 
It is therefore manifest that the system is co-operative 
from the ground up, so constructed in accordance 
with American ideas and ideals as to insure steady 
growth and sound development. 

The rapid forming of associations in every land- 
bank district dispelled the prevailing opinion that the 
farmers of this country would not co-operate for the 
purpose of improving their credit facilities. The con- 
tention was that in so far as American farmers were 
concerned there was no “‘tie that binds.” This coun- 
try, it was said, was the melting pot of the countries of 
the world; consequently there were no bonds of an- 





1 Address by Commissioner George W. Norris, delivered at Lansing, 
Michigan, October 14, 1919. 
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cestry, religion, ideas, and habits, such as made pos- 
sible the great co-operative credit systems in European 
countries. Moreover, we had no farm communities, 
so it was said. On account of the relatively large area 
of farms, our farmers lived in solitary houses. These 
factors, it was contended, were not conducive to co- 
operative effort, no matter how desirable it might be. 

After the system was launched, they were found to 
be theoretical obstacles only. The American farmer 
took readily to co-operative enterprise when it was 
demonstrated to be to his interest to do so. There 
were problems, however, which had to be overcome. 
The attempts in certain land-bank districts to form 
farm-loan associations along national, religious, or 
racial lines were discouraged, except in those localities 
where they did not interfere with the service the land 
banks had to render. Among the problems which the 
Farm Loan Board was called upon to solve can be 
mentioned the most desirable size for an association, 
the number of members, amount of loans, and extent 
of territory covered; the compensation of the secre- 
tary-treasurer, and the members of the loan com- 
mittee; the amount and terms of surety bonds; over- 
lapping of territory; the furnishing of abstracts of 
title; and the propriety of proposed charges for ap- 
praisal or determination of title. These problems 
involved questions of policy which the Farm Loan 
Board solved by adopting ‘‘such a ruling as would best 
carry out the purposes we believed that the Congress 
had in view in the passage of the Act.” 

During the first year of operation, 1,839 national 
farm-loan associations were organized in the United 
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States.! The following year this number was increased 
to 3,439,2 and at the end of the third year 4,018 farm- 
loan associations had been organized in all of the land- 
bank districts.3 Of the total number of farm-loan 
associations organized throughout the United States, 
128 charters have been canceled, by consolidation or 
otherwise, leaving 3,890 associations in actual opera- 
tion. On December 31, 1920, there were 3,966 asso- 
ciations, which indicates that the organization of new 
associations is practically at a standstill. This is not 
due to any lack of interest upon the part of the farmer 
borrower. As the reader will recall, the number of 
associations is now in excess of the number of coun- 
ties in the United States. It follows that there is very 
little agricultural territory not already included within 
the territory of an existing association. The number 
of associations, therefore, will practically remain con- 
stant, and those already established increase their size 
and membership. 

In certain localities the forming of national farm- 
loan associations was undertaken by individuals whose 
object was to secure ‘‘easy money.” They had no 
intention of building up permanent organizations in 
order that their benefits could be extended to their 
neighbors in the future. Fortunately, these attempts 
were not many. They emphasize, however, the im- 
portance of the personal factor in the forming of an 
association. Good, substantial farmers having formed 


1 First Annual Report of the Federal Farm Loan Board, p. 30. 

2Second Annual Report of the Federal Farm Loan Board, p. 19. 

* Third Annual Report of the Federal Farm Loan Board, p. 20. 

On November 30, 1919. Third Annual Report of the Federal 
Farm Loan Board, p. 20. 

5 Fourth Annual Report of the Federal Farm Loan Board, p. 5. 
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an association were of course loath to admit shiftless 
and unworthy farmers to membership. There were 
localities, however, where the shiftless and unworthy 
farmers took things into their own hands and organized 
for the purpose of ‘‘getting some of this easy money.” 
In one of the middle Northern states, the organization 
of two national farm-loan associations was begun in 
the same county. The first association had twenty-two 
charter members, whose applications for loans aggre- 
gated $45,000. The appraiser’s valuations of the 
security offered placed the value of the land at $49,755 
and the buildings at $14,375, which of course indicates 
that the amounts applied for were unduly high. 
Eighteen of the applications were approved by the 
land bank in an amount aggregating $26,400, approxi- 
mately one half of the amount applied for. Only three 
applications were granted in full. As a result this 
association was never completed. The second associa- 
tion began with twenty-seven charter members, whose 
applications totaled $54,950. The land-bank appraiser 
valued the security offered as follows: the land, 
$84,680, and the buildings, $44,510. Twenty-three of 
the applications were approved in the amount applied 
for and the association formed. It is clear that the 
second association represented a higher type of farmers 
than did the first association. Those farmers, how- 
ever, in the first association who made bona fide ap- 
plication for Federal farm loans were taken care of 
by an arrangement whereby they were transferred to 
the second association through consolidation of the 
two associations. Thus, while the shiftless were ex- 
cluded from membership, the benefits of the Farm 
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Loan Act were not denied to any worthy farmer in that 
locality. 

In those sections of the country where the lack of 
farm credit was not a decided handicap, the organiza- 
tion of national farm-loan associations presented a 
problem quite different from that in the newer and 
less-developed sections. It was often difficult ‘‘to get 
the association started” because of the desire of the 
farmers not to ‘‘antagonize” the local bankers. While 
there was ground for this feeling in some localities, in 
most districts it was far from being justified. The 
experience of a certain banker in the seventh land-bank 
district is typical. This banker in organizing his bank 
had taken in as stockholders some of the leading farm 
ers in his community. He established his bank on 
the principle that it had a service to perform not only 
to its stockholders and depositors, but to the com- 
munity asa whole. In the early part of 1917, several 
farmers, who were customers of the bank, made in- 
quiry in regard to the Federal farm-loan system. The 
banker stated frankly the nature of a Federal farm 
loan and the service the land banks could render. He 
suggested that they make an effort to secure a suff- 
cient number of farmers to form an association, if they 
were interested in securing the long-term, amortized 
Joan which the land banks could make and which he, 
as a commercial banker, could not make. The neces- 
sary number of farmers was found and the association 
organized. 


Up to this time [the banker stated, in a letter to the author] 
the officers of this bank contended that the association should be 
handled by the farmers themselves and that it should not be 
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handled through the bank. At the earnest request of the directors 
of the association, however, I accepted the position as secretary- 
treasurer. I had to do most of the work in the evening in order 
not to interfere with the work at the bank. Applications for loans 
came in so fast, however, that it was impossible to continue the 
work as a side line. I then got permission from the directors of 
the bank to merge the work as secretary-treasurer with that of the 
bank. This proved to be one of the best things that ever hap- 
pened to both the bank and the association. It brought business 
to the bank from all parts of the county, for in making a Federal 
farm loan there usually was involved the closing up of a land deal 
or the transfer from one member of the family to another. Thus 
thousands of dollars were handled and the bank was in a position 
to secure time deposits for at least a part of the proceeds. The 
association benefited because every inquiry was given the same 
attention as the regular bank work and the applicant was fully 
informed as to the operation of the system as compared with the 
old method of mortgage banking. Each borrower became a 
booster not only for the association, but for the bank, and both 
profited thereby. Of course we realize that if it were not for this 
fact it would not be possible for the bank to carry on the work of 
the association at a profit with the small salary paid the secretary- 
treasurer. We feel, however, that we have been repaid in added 
patronage and the good will of our farmers. 


The banker realized the fact that the farmers in his 
community must prosper before he, or his bank, could 
prosper. He had in mind the real importance of the 
country to the town, the interlocking of interests 
and consequent need of co-operation if both were to 
progress. 

The most important official of the association is 
the secretary-treasurer. The success of the associa- 
tion depends largely upon the kind of man who occu- 
pies that office. While the secretary-treasurer should 
be tactful, it does not necessarily follow that he should 
be a ‘‘good fellow” and allow irregularities to enter 
in to accommodate some member or prospective 
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member. He should have a knowledge of business 
affairs and conduct his office in a business-like manner. 
This does not necessarily mean that a secretary- 
treasurer should be a business man or a banker. The 
Farm Loan Board has compiled a report showing the 
occupation of secretary-treasurers as follows: 43 per 
cent of the farm-loan associations have as secretary- 
treasurers farmers; 30 per cent local business men; 
16 per cent local bankers; 9 per cent lawyers; and 2 
per cent men of other occupations. The advantage of 
employing some one residing in the village or town 
where the association has its headquarters is appar- 
ent. The farmer member, having business to trans- 
act with the association, can do so when he comes to 
town on other errands. Such an arrangement facili- 
tates the business of the association in that the mail 
from the land bank, the register of deeds, and others, 
is received, and can be attended to the same day. 

An arrangement whereby the local bankers act as 
secretary-treasurers has been eminently satisfactory 
to many associations in some of the land-bank dis- 
tricts. This is especially true in the seventh Federal 
land-bank district. In two of the states of that dis- 
trict approximately 50 per cent of the associations 
have selected as their secretary-treasurer the local 
banker. In these states the bankers have indicated a 
desire to assist the farmers in perfecting their asso- 
ciations, and place at their disposal the auxiliary 
service which the local banker can render in closing 
a Federal farm loan. This attitude on the part of the 
local banker has brought about a closer relationship 





1Second Annual Report of the Federal Farm Loan Board, p. 8. 
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and co-operation between town and country. What 
has been done in these two states has been done, 
though perhaps to a lesser degree, by many associa- 
tions in other districts. 

The long-term credit needs of the farmer have been 
cared for through the Federal farm-loan system, and 
the problem of supplying the short-term or seasonal 
requirements of the farmer is left to the country 
banker. This is as it should be, for the local banker 
is in no way equipped to make long-term loans. The 
money which he has on deposit is subject to with- 
drawal on demand or within a comparatively short 
time. Consequently he cannot tie up his money for 
a long period of time, but must so invest it that a 
steady stream of money flows into his bank to care 
for the demands made upon him. It is evident that 
great good will result from honest and active co- 
operation between the local bank and the farm-loan 
association. The co-operative spirit which permeates 
the Federal farm-loan system is therefore not con- 
fined to its own limits, but extends beyond, and in- 
vites individuals and institutions outside the organ- 
ization to assist in placing our basic industry—agri- 


culture—on a sound financial basis. 
vi 


Vil 
SERVICE ASIDE FROM MAKING LOANS 


HE duties imposed by law upon those who are in 

charge of the Federal farm-loan system involve 
principally the lending and collecting of money. The 
members of the Farm Loan Board have not, however, 
confined themselves to a strict interpretation of the 
Farm Loan Act, but have given it a broader inter- 
pretation in accordance with the spirit of co-operation 
which it embodies. This is evidenced by the service 
the system has rendered, aside from making loans. 

Certain services to the government, in addition to 
the making of loans to farmers, were, to be sure, en- 
joined by the Act upon the Federal land banks. The 
concluding clause of the preamble states that the 
system is intended ‘‘to furnish a market for United 
States bonds, to create government depositaries and 
financial agents of the United States, and for other 
purposes.’”’ The provisions of the law for performing 
these functions have been called into active operation 
and effectively carried out. 

During the fall of 1918, the Federal land banks of 
Wichita, Spokane, and St. Paul were designated as 
financial agents of the United States, for the making 
of seed-grain loans to farmers in drought-stricken 
areas, the President of the United States having, at 
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the request of the Secretary of Agriculture, set aside 
$5,000,000 for that purpose from his $100,000,000 
war fund. This task involved the taking from each 
borrower of a note and mortgage upon the crop 
planted. In the discharge of this task loans were 
made by the land bank of Wichita to the number of 
4,402 in the amount of $1,892,345; by the land bank 
of Spokane to the number of 6,149 in the amount of 
$1,949,034; and by the land bank of St. Paul to the 
number of 1,137 in the amount of $358,559. This 
service was rendered to the government without 
charge, except the additional clerical hire made nec- 
essary by the transaction of the business.? 

The Federal land banks have been of service to the 
government directly or indirectly on other occasions. 
The Farm Loan Act provides that 5 per cent of that 
part of the capital of the land bank, for which stock is 
outstanding in the name of the national farm-loan 
associations, shall be invested in United States gov- 
ernment bonds. As a matter of fact the land banks 
have at all times held United States government bonds 
in an amount in excess of that prescribed by law; in 
fact, as the Farm Loan Board points out in its second 
annual report,? an amount in excess of $7,000,000 
(approximately the amount of capital stock of the 
land banks outstanding at that time in the name of 
national farm-loan associations) was invested in 
United States government bonds and United States 
certificates of indebtedness. As we have seen, it has 
been necessary for the land banks, in disposing of farm- 





1 Third Annual Report of the Federal Farm Loan Board, pp. 18-19. 
2Second Annual Report of the Federal Farm Loan Board, p. 8. 
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loan bonds, to purchase United States certificates of 
indebtedness in large amounts, to be used as security 
in bond issues until such time as mortgages could be 
substituted. As the Federal farm-loan system devel- 
ops and expands, the land banks will undoubtedly 
become of greater service in the fiscal operations of the 
government. 

The provisions of the Farm Loan Act specifying the 
purposes for which loans may be made are of equal 
importance with the financial assistance rendered to 
the farmer-borrowers. These provisions make it a 
condition precedent to the granting of a loan that the 
proceeds be used for the purposes specified in the 
Farm Loan Act. As we have seen, these purposes 
include every productive use to which the farmer can 
apply the proceeds of hisloan. The farmer’s attention, 
therefore, has been directed toward using credit for 
productive purposes, with the result that he has mani- 
fested a greater interest in improved agricultural 
methods. This does not mean that the efforts of the 
United States Department of Agriculture are being 
duplicated, but rather that they are being assisted in 
a very effective manner. The purpose of the United 
States Department of Agriculture is to bring home to 
the people in rural sections the best things that have 
been learned of agricultural methods and needs. On 
the other hand, county agents of the United States 
Department of Agriculture have in many instances 
assisted in the organization of national farm-loan asso- 
ciations. In carrying out their duties as financial 
agents of the United States, the land banks of Wichita, 
Spokane, and St. Paul were indeed assisted by agents 
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of the Department of Agriculture. Information has 
been disseminated by the extension department of the 
United States Department of Agriculture, and the state 
agricultural colleges, bearing on the advantages of the 
Federal farm-loan system, supplementing publications 
issued by the Farm Loan Board and the several land 
banks. 

The Federal land banks have rendered an inesti- 
mable service through their legal departments to the 
farmers of the country who have secured Federal farm 
loans. In some of the land banks as high as 30 per 
cent of the abstracts of title disclosed an unmarketable 
title to the land offered to the land bank for a loan. 
The legal department has listed the defects and ad- 
vised the farmer how to make his title marketable, 
thereby enabling him to secure a loan. In many states 
it was found that the abstracting of titles was prac- 
tically an unknown business. In other states, owing to 
the absolute destruction of many records, carelessness 
in the keeping and indexing of others, and the failure 
of landowners, in many instances, to record their evi- 
dence of title, it was found necessary to arrange for 
title insurance in order to protect the land banks from 
loss by reason of failure of title.1 The result is that 
thousands of farmers who previously had no market- 
able title to their lands, and other thousands who did 
not know what kind of a title they possessed, have had 
the title to their land straightened out, for which the 
land banks have charged a fee so low that this service 
may almost be said to have been rendered gratuitously. 

In some districts the land banks have encouraged the 

1 Second Annual Report of the Federal Farm Loan Board, p. 12. 
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formation of co-operative buying and selling associa- 
tions, breeding associations, co-operative creameries, 
cheese factories, condensing stations, and potato ware- 
houses. They have encouraged the good-roads move- 
ment by informing the management of local associa- 
tions that they look with disfavor upon loans on farms 
which do not have ready access to good roads, where, 
as a consequence, the cost of transporting products to 
market is unduly high. 

Perhaps one of the most striking instances of the 
service that the land banks can render in improving 
the economic conditions over a large territory is found 
in the action taken by the Federal Land Bank of 
St. Paul in the summer of 1918. As a result of re- 
peated crop failures in western North Dakota, caused 
by drought, the economic condition of the farmers 
in that part of the state was at that time very un- 
favorable. The land bank sent a circular letter to 
every national farm-loan association in western North 
Dakota, calling attention to the fact that there were 
many grasses and feed crops that could be depended 
upon in periods of drought, as well as in normal years, 
and that instead of relying exclusively upon grains 
the farmers should turn their attention to the raising 
of live stock and keeping milk cows on the farm, so 
as to have a dependable income in times of drought 
as well as in times of plenty. The letter concluded 
with the statement: 


Hereafter we will only entertain applications from farmers who 
have shown from their farming operations in the past that they 
have a dependable income, and they must have live stock and dairy 
cows to assure this for the future. All loans that do not comply 
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with these requirements will be rejected by us, because we ao 
not consider them safe loans. You will understand that this ruling 
is not only to protect us and the farm-loan association, but is for 
the best interests of the farmers themselves. 


This ruling was most rigidly enforced, despite a con- 
siderable number of protests. The report of the State 
Agricultural College of North Dakota shows that the 
dairy production of the state increased 100 per cent 
during the fiscal year 1918-19, this increase being 
particularly large in the western part of the state. 
At least a part of this increase is due to the attitude 
of the Federal land-bank authorities. 

In those sections of the country, particularly in the 
South, where lands have suffered from erosion, the 
land banks have insisted upon terracing as one of the 
conditions upon which they will make loans on rolling 
lands. Land-bank appraisers were instructed to in- 
form themselves relative to these conditions, and 
where damage had already occurred, and was likely 
to be increased, the land banks insisted that the 
borrower should terrace. Through the county agent 
of the United States Department of Agriculture the 
farmer was advised where and how to terrace. Until 
this had been done the land bank held out a sufficient 
amount of money from the applicant’s loan to pay 
for this improvement. In other land-bank districts 
similar conditions arose which afforded the land bank 
an opportunity to be of additional service to the 
agricultural interests of their respective districts. 

The spirit of service is not confined to the Federal 
land banks. It is also found in the national farm-loan 
associations. While these associations were formed 
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primarily for the purpose of improving the credit 
facilities of their members, in many instances they 
have carried their co-operative efforts farther. In 
one of the large farm-loan associations in western 
North Dakota the secretary-treasurer, who is a 
banker, took it upon himself to induce each prospec- 
tive borrower to buy enough cows to give him a start 
in dairying. This secretary-treasurer also went into 
the sheep business in partnership with one of the 
members of the association, and these two men 
brought in cattle and sheep, supplying them to the 
neighboring farmers at reasonable prices. The records 
of the land bank of St. Paul show that there has not 
been a single delinquency in this association, despite 
the fact that it is located in a territory where drought 
conditions have prevailed to an extent which has 
caused very acute distress. In another instance, in 
the newer section of northern Wisconsin, a secretary- 
treasurer of one association prevailed upon his mem- 
bers to place the dividends on their stock in a fund to 
be used for the purpose of reloaning to any member 
of the association to purchase dairy cattle. During 
the past two years this fund has been turned over a 
number of times. 

The co-operative spirit which permeates the Fed- 
eral farm-loan system will go far toward solving the 
economic and social problems of our rural communi- 
ties. A great deal has been said of late concerning 
the trend of population from country to city. While 
the alarm over the depopulation in favor of urban 
districts is as old as history, it nevertheless behooves 
us to inquire into the status of this ‘‘back-to-the- 
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city’’ trend at this time. This gradual migration from 
country to city injures in no way the welfare of the 
rural districts, except in so far as it has to do with 
farm labor. The result to the rural population is to 
increase the size of the farms—that is, to widen the 
scope of agriculture for those who remain on the 
farms, and increase the price of food products to such 
an extent as the supply of subsistence needed for the 
country at large is reduced or menaced. The injury 
results rather to the nation at large. It therefore 
becomes our duty to seek out the causes and apply 
the remedy. 

The United States Bureau of Census reports that 
in 1910, 31.1 per cent of the population of the United 
States lived in cities of 8,000 or more, while in 1790 
there were but 3.3 per cent of such urbanites. In 
1910, the bureau estimated that 46.3 per cent of our 
people were urban (reckoning cities of 2,500 or more 
as urban) as compared with 38.1 per cent in 1890 
and 40.5 per cent in 1900; while 53.7 per cent in 1910 
were rural in comparison with 63.9 per cent in 1890 
and 59.5 per cent in 1900. The preliminary estimate 
of the bureau for the year 1920 shows that 48.1 per 
cent were rural (including villages) and that 38.8 
per cent of our population were actually living on 
farms. This same report shows that 51.9 per cent 
were living in towns of 2,500 or over. 

The underlying causes of the cityward trend are 
social and economic—social in that the farmers’ home 
life has been isolated, and economic to the extent that 
adequate facilities had not been provided for the 
marketing of their security. Their social requirements 
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cannot be cared for by farm colonies or ‘‘back-to-the- 
land” movements. These have been but local in scope, 
with few exceptions were begun for mercenary mo- 
tives, and, when the dollar had been squeezed out, 
they were left to their fate. Social, cultural, voca- 
tional, and recreational needs of our rural population 
can, however, be met in other ways. Counter at- 
tractions equal in scope to those of the cities can be 
brought to the country; country life can be and ought 
to be improved; the comforts and conveniences of 
the city home can be brought to the country home; 
and rural life can be made more attractive by bring- 
ing to rural districts more amusements and recrea- 
tions for the child and the adult. 

The solution of the economic problem is essential 
to the solution of the social problem. Social advan- 
tages cannot be brought to our rural districts unless 
our farming industry is adequately financed. The 
farm, in the first instance, must be put on a paying 
basis if the community itself is to prosper. When 
this condition prevails rural life will become more 
desirable. The youth of the country will not drift 
to the city, but will look upon farming as an honorable 
and useful life, with real aims and ideals. 

The present importance of agriculture to civiliza- 
tion lies in the number of people it supports; its ulti- 
mate importance lies in the fact that it must con- 
tinue to provide supplies for an ever-increasing popu- 
lation. The problems of our agricultural industry 
concern every member of society, and it behooves 
us to give them our earnest consideration. The 
Federal farm-loan system is a forward step toward the 
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solution of these problems in the United States, Its 
principal purpose is to provide for our agricultural 
industry an adequate market for the security it has 
to offer, which is the soil itself, with a view to properly 
developing that soil. This, in the last analysis, is the 
object and aim of the Federal farm-loan Syeverie wd hay 
this purpose is of great moment to agriculture and to 
the nation at large is not to be gainsaid. That it has 
and is serving this purpose is a matter of record. 
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APPENDIX A 
JOINT-STOCK LAND BANKS 


Ps Federal Farm Loan Act provides for two sepa- 

rate and distinct types of banks within the Fed- 
eral farm-loan system—the Federal land banks and 
the joint-stock land banks—both of which are under 
the general supervision of the Federal Farm Loan 
Board. Since the field of operation of the Federal land 
banks was to include the whole nation, and since 
their establishment was mandatory, while on the 
other hand the joint-stock land banks were to be set 
up only here and there and were in all cases only per- 
missive, we may conclude that Congress regarded the 
Federal land banks as the important part of the 
system. The provision of the act relating to joint- 
stock land banks is as follows: 


That corporations, to be known as joint-stock land banks, for 
carrying on the business of lending on farm mortgage security 
and issuing farm-loan bonds, may be formed by any number of 
natural persons not less than ten. 


Congress, in providing for the establishment of 
‘joint-stock land banks, did not intend to destroy 
established mortgage concerns doing a reputable busi- 
ness. Provision was therefore made whereby such in- 
stitutions, or any new joint-stock land banks that 
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might be established, would be clothed with the same 
advantages as Federal land banks in order that all 
might do their part toward serving the farm-loan 
needs of the country. 

Any joint-stock land bank, so the Farm Loan Act 
provides, must have, before it is permitted to com- 
mence business, a subscribed capital of at least $250,- 
ooo, one half of which must have been paid in. The 
stockholders, ten or more persons, elect from their 
number a board of directors of not less than five, who 
select from their number the necessary officers. The 
capital stock of the joint-stock land banks is subscribed 
by investors, the borrowers not being required to sub- 
scribe, as they must in case they obtain a loan through 
the Federal land banks. Dividends are, of course, paid 
only to the stockholders. 

The joint-stock land banks secure funds for loaning 
purposes, as do the Federal land banks, by the sale of 
bonds which they are permitted to issue up to fifteen 
times their capital and surplus. While the bonds of 
the Federal land banks have behind them the assets 
and credit of all of the twelve Federal land banks, those 
of each joint-stock land bank stand alone. They 
enjoy the same privilege of tax exemption as do the 
bonds of the Federal land banks. No joint-stock land 
bank is permitted to receive deposits or to transact 
any banking business not expressly authorized by the 
Farm Loan Act. The territory within which any 
joint-stock land bank may operate is limited to the 
state in which it has its principal office and one con- 
tiguous state. The Farm Loan Act provides that all 
loans made by joint-stock land banks must be on the 
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amortization plan and shall in no case bear a rate of 
interest in excess of 6 per cent. 

While no specific limitation is fixed by the Farm 
Loan Act upon the amount that a joint-stock land 
bank may loan to any borrower (except that no loan 
may be made in excess of 50 per cent of the value of 
the land and 20 per cent of the permanent insured im- 
provements thereon) and while there is no stipulation 
as to the use of the proceeds of a loan, the Farm Loan 
Board, in the exercise of its general supervisory powers, 
has ruled that a joint-stock land bank may not make 
a loan to any borrower in excess of 15 per cent of its 
capital stock, nor, in any event, in excess of $50,000. 
The Farm Loan Board, in order to control the purpose 
as well as the amount to be loaned, was of the opinion 
that the loans made by the joint-stock land banks 
should bear some relation to the primary purposes for 
which the farm-loan system was established, ‘‘to pro- 
vide capital for agricultural development,”’ and, ac- 
cordingly, issued a ruling to the effect that loans are 
not to be made unless their purpose may fairly be said 
to be related in some way to agricultural development. 
The solicitor of the Treasury, in response to a request 
for a ruling upon the subject from the Farm Loan 
Board, held that joint-stock land banks were subject 
to the same prohibition as Federal land banks against 
making loans to corporations. Upon review, the 
Attorney-General of the United States approved the 
opinion of the Solicitor of the Treasury. 

Joint-stock land banks, despite the advantages 
claimed by reason of the fact that they could make 
loans directly to farmers without the intervention of any 
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national farm-loan association, were slow in organizing. 
During the first year a great number of ‘‘promoters”’ 
in some of the Western and Southern states organized 
what were called ‘‘rural-credit associations,’’ repre- 
senting that these associations would subsequently be 
incorporated as joint-stock land banks under the 
Farm Loan Act. An early ruling of the Farm Loan 
Board, however, to the effect that no charter would be 
granted to any joint-stock land bank in the organiza- 
tion of which there had been any expense for promo- 
tion soon put a stop to these fraudulent schemes. Four 
bona-fide joint-stock land banks had been organized up 
to November 30, 1917. By November 30, 1918, five 
more had been organized, making a total of nine, 
which in the aggregate had made loans up to that 
date to the amount of $7,289,870, which was less than 
5 per cent of the total business done by the system. 
During the twelve months ending November 30, 1919, 
however, the joint-stock land banks increased in num- 
ber from nine to thirty, the aggregate paid in capital 
from $2,010,850 to $8,638,650, and the total volume 
of business from $7,289,870 to $54,126,357.75. 

The Farm Loan Board, in its third annual Report 
to Congress, states the relative proportion of business 
done by the two classes of banks: 


In the month of November, 1917 [the report says], the loans made 
by the joint-stock land banks represented 15 per cent of the busi- 
ness of the system for that month. In the month of November, 
1918, the loans made by these banks represented 38 per cent of 
the system. The orders given for the engraving of farm-loan 
bonds bearing date November 1, 1919, to be used between that 
date and May 1, 1920, indicate that the joint-stock land banks 
expect to do a volume of business in that period approximately 
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75 per cent of that expected to be done by the Federal land banks. 
It may therefore be said that the increase in number, and the 
development of the business, of joint-stock land banks is the out- 
standing feature of the operations of the Federal farm-loan system 
during the past year. 


The development of the business of the joint-stock 
land banks during the year 1919 probably did not re- 
sult in the absorption of any considerable amount of 
business that would otherwise have gone to the Federal 
land banks. In fact, the loans made by the Federal 
land banks during the year exceeded those of the pre- 
vious year by $25,000,000, with every indication to- 
ward an even greater demand for loans when the 
operations of the system were temporarily halted by 
the litigation involving the constitutionality of the 
Federal Farm Loan Act. The business of the joint- 
stock land banks, therefore, seems to have been that 
which would otherwise have gone to the old-line mort- 
gage companies. 

An indication of the possible profits of a joint-stock 
land bank is given in the Report of the Farm Loan 
Board above referred to as follows: 


For the purpose of estimating the probable profits of a joint- 
stock land bank, a pure estimate is of as much value as any 
demonstrated results to date. It is easy to see that the gross 
profits of such a bank are 6 per cent on its capital and 1 per cent 
on the volume of farm-loan bonds outstanding, which represents 
15 per cent additional, as the amount of bonds issued may be fifteen 
times the capital stock. It has been the practice of these banks 
to realize a small premium on the sale of their bonds. These 
premiums, added to the charges which they are entitled to make 
against borrowers, should nearly balance the cost of “getting 
business on the books.” Any balance lacking would certainly be 
made up out of the profits of the following year. From the gross 
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earnings, which would amount to 21 per cent upon the stock, if 
all the money of the institution could be kept invested all the time 
at 6 per cent, must be deducted the loss on temporarily unproduc- 
tive funds and the expense of doing business. The net return is 
dependent upon the ability of the management to keep down 
expenses and minimize the amount of idle funds. 

As a result of agitation in Congress against the joint- 
stock land banks, an amendment was adopted to the 
Farm Loan Act (approved May 29, 1920) providing for 
the liquidation of joint-stock land banks. This amend- 
ment states, in effect, that any joint-stock land bank 
may go into voluntary liquidation upon a two-thirds 
vote of its shareholders. During the year 1920 three 
joint-stock land banks, two located in the state of 
Virginia and one in the state of Kansas, availing 
themselves of the privilege of this amendment, went 
into voluntary liquidation. 

The proponents of the joint-stock land-bank feature 
of the Farm Loan Act urge in their behalf the fact 
that in the making of a loan the joint-stock land banks 
deal directly with the farmer, and not, as do the Fed- 
eral land banks, through an association of farmers. 
Therefore they contend there is no red tape or delay 
in the making of a loan. In answer it has been stated 
that the weight of this argument loses its force from 
the fact that loans, through the Federal land bank, are 
made for thirty years or more. A farmer securing 
such a loan ordinarily does not demand that it be 
closed immediately after making application. In addi- 
tion it should be noted that the making of loans 
through the Federal land bank was greatly expedited 
by certain amendments to the Farm Loan Act per- 
mitting the handling of a loan in the country almost 
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entirely by the secretary-treasurer of a national farm- 
loan association, thereby offsetting what little advan- 
tage there might be in making the loans directly 
through an agent to the farmer. 

The contention has also been made that joint-stock 
land-bank loans were more favorable to the farmer 
borrowers for the reason that they were not required 
by law to invest 5 per cent of the amount of their loan 
in capital stock, as is the case in the event a loan is 
obtained through a Federal land bank. ‘The line of 
demarcation between the two banks is here clearly 
drawn. The joint-stock land banks are owned and 
operated by private investors and the profits are dis- 
tributed in the form of dividends to its stockholders. 
The Federal land banks, on the other hand, are, as 
contemplated by the Act, owned and operated by the 
farmer-borrowers. ‘They are the stockholders, their 
stock holdings being represented by 5 per cent of the 
amount of their loans. The earnings of the Federal 
land bank are distributed to the farmer-borrowers in 
the form of dividends on their stock holdings, thus 
proportionately reducing the amount of interest paid 
on their loans. It is often stated that if a farmer bor- 
rows from a joint-stock land bank he receives the full 
amount of his loan, while the Federal land bank gives 
him only nineteen twentieths of the amount he applies 
for. While technically this is true, as a matter of fact 
the farmer makes application for such additional 
amount as is necessary to cover his stock subscription. 
The earning power of the farmer’s stock holding is, as 
we have seen, not of prime importance. The fact that 
he has a voice in fixing the interest rate, subject to pre- 
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vailing money conditions, is of greater consideration. 
On the other hand, the incentive for gain which is ever 
present with the joint-stock land banks makes the 
earning power of the stock the first consideration, as in 
any other privately owned and operated institution. 


APPENDIX B 


THE FEDERAL FARM LOAN ACT 
(Approved July 17, 1916) 
(39 Stat. 360) 


As amended January 18, 1918 (40 Stat. 431); 
April 20, 1920 (Public Document No. 182, 
Sixty-sixth Congress); and May 29, 1920 
(Public Document No. 232. Sixty-sixth 
Congress). 

AN ACT TO provide capital for agricultural develop- 
ment, to create standard forms of investment based 
upon farm mortgage, to equalize rates of interest 
upon farm loans, to furnish a market for United 
States bonds, to create Government depositaries and 
financial agents for the United States, and for other 
purposes. 

Be it enacted by the Senate and House of 
Representatives of the United States of America 
in Congress assembled, That the short title of 
this Act shall be ‘‘The Federal Farm Loan 
Act.’ Its administration shall be under the 
direction and control of the Federal Farm 
Loan Board hereinafter created. 


DEFINITIONS 


Sec. 2. That wherever the term ‘‘first 
mortgage” is used in this Act it shall be held 


Purpose. 


Short title. 
Farm Loan Act. 


Administration wn- 
der Farm Loan Board. 
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First mortgage de- 
ned, 


Farm loan bonds de- 
fined. 


Federal Farm Loan 
Bureau established. 


To consist of five 
members, including 
Secretary of Treasury 
(ex officio), to be ap- 
pointed by the Presi- 
dent. 


_ Bipartisan; must be 
citizens, and devote en- 
tire time. 


to include such classes of first liens on farm 
lands as shall be approved by the Federal 
Farm Loan Board, and the credit instruments 
secured thereby. The term ‘‘farm-loan 
bonds”’ shall be held to include all bonds 
secured by collateral deposited with a farm- 
loan registrar under the terms of this Act; 
they shall be distinguished by the addition of 
the words ‘‘Federal,’’ or ‘‘joint stock,” as the 
case may be. 


FEDERAL FARM LOAN BOARD 


Sec. 3. That there shall be established at 
the seat of government in the Department of 
the Treasury a bureau charged with the 
execution of this Act and of all Acts amenda- 
tory thereof, to be known as the Federal 
Farm Loan Bureau, under the general super- 
vision of a Federal Farm Loan Board. 

Said Federal Farm Loan Board shall con- 
sist of five members, including the Secretary 
of the Treasury, who shall be a member and 
chairman ex officio, and four members to be 
appointed by the President of the United 
States, by and with the advice and consent 
of the Senate. Of the four members to be 
appointed by the President, not more than 
two shall be appointed from one political 
party, and all four of said members shall be 
citizens of the United States and shall devote 
their entire time to the business of the Federal 
Farm Loan Board; they shall receive an 
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annual salary of $10,000 payable monthly, 
together with actual necessary traveling ex- 
penses. 

One of the members to be appointed by the 
President shall be designated by him to serve 
for two years, one for four years, one for six 
years, and one for eight years, and thereafter 
each member so appointed shall serve for a 
term of eight years, unless sooner removed 
for cause by the President. One of the mem- 
bers shall be designated by the President as 
the Farm Loan Commissioner, who shall be 
the active executive officer of said board. Each 
member of the Federal Farm Loan Board shall 
within fifteen days after notice of his appoint- 
ment take and subscribe to the oath of office. 

The first meeting of the Federal Farm 
Loan Board shall be held in Washington as 
soon as may be after the passage of this Act, 
at a date and place to be fixed by the Secre- 
tary of the Treasury. 

No member of the Federal Farm Loan 
Board shall, during his continuance in office, 
be an officer or director of any other institu- 
tion, association, or partnership engaged in 
banking, or in the business of making land- 
mortgage loans or selling land mortgages. 
Before entering upon his duties as a member 
of the Federal Farm Loan Board each member 
shall certify under oath to the President that 
he is eligible under this section. 

The President shall have the power, by and 
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Salaries and expenses 


Terms of office. 


Designate Farm 
Loan Commissioner. 


Oath of office to be 
taken within 15 days. 


First meeting must 
be held in Washington. 


Members cannot be 
associated with other 
banking or mortgage 
interests. 


Oath taken. 
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Vacancies in board 
filled by the President. 


Board to appoint 
farm-loan registrar and 
deputy registrars for 
each district, land-bank 
appraisers, and land- 
bank examiners. 


All to be public offi- 
cials, not interested in 
other institutions, des- 
ignated, 


Temporary employ- 
ment for special work 
allowed, 


Salaries and expenses 
paid by United States, 


with the advice and consent of the Senate, 
to fill any vacancy occurring in the member- 
ship of the Federal Farm Loan Board; if such 
vacancy shall be filled during the recess of 
the Senate a commission shall be granted 
which shall expire at the end of the next 
session. 

The Federal Farm Loan Board shall ap- 
point a farm-loan registrar in each land-bank 
district to receive applications for issues of 
farm-loan bonds and to perform such other 
services as are prescribed by this Act, and 
may appoint a deputy registrar who shall 
during the unavoidable absence or disability 
of the registrar perform the duties of that 
office. It shall also appoint one or more 
land-bank appraisers for each land-bank dis- 
trict and as many land-bank examiners as it 
shall deem necessary. Farm-loan registrars, 
deputy registrars, land-bank appraisers, and 
land-bank examiners appointed under this 
section shall be public officials and shall, dur- 
ing their continuance in office, have no con- 
nection with or interest in any other institu- 
tion, association, or partnership engaged in 
banking or in the business of making land- 
mortgage loans or selling land mortgages: 
Provided, That this limitation shall not apply 
to persons employed by the board temporarily 
to do special work. 

The salaries and expenses of the Federal 
Farm Loan Board, and of farm-loan regis- 


SYSTEM IN OPERATION 


trars and examiners authorized under this 
section, shall be paid by the United States. 
Land-bank appraisers shall receive such com- 
pensation as the Federal Farm Loan Board 
shall fix, and shall be paid by the Federal 
land banks and the joint-stock land banks 
which they serve, in such proportion and in 
such manner as the Federal Farm Loan Board 
shall order. 

The Federal Farm Loan Board shall be 
authorized and empowered to employ such 
attorneys, experts, assistants, clerks, labor- 
ers, and other employees as it may deem 
necessary to conduct the business of said 
board. All salaries and fees authorized in this 
section and not otherwise provided for shall 
be fixed in advance by said board and shall 
be paid in the same manner as the salaries of 
the Federal Farm Loan Board. All such 
attorneys, experts, assistants, clerks, labor- 
ers, and other employees, and all registrars, 
examiners, and appraisers shall be appointed 
without regard to the provisions of the Act 
of January sixteenth, eighteen hundred and 
eighty-three (volume twenty-two, United 
States Statutes at Large, page four hundred 
and three), and amendments thereto, or any 
rule or regulation made in pursuance thereof: 
Provided, That nothing herein shall prevent 
the President from placing said employees in 
the classified service. 

Every Federal land bank shall semiannu- 
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Board to fix compen- 
sation of land-bank ap- 
praisers to be paid by 
respective land banks, 


Board may employ 
necessary administra- 
tive force. 


Salaries and fees fixed 
in advance; paid by 
United States. 


Administrative force 
exempted from proyi- 
sions of  civil-service 
law. 


President. may place 
employees in classified 
service. 


Federal land banks 
must furnish schedule 
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to board annually 
showing compensation 
paid to officers and em- 
ployees. 


Board must make 
annual report to Speak- 
er of the House. 


Examinations and re- 
ports of condition of 
land banks to be made 
to board and published. 


Board must require 
appraisal of farm land; 
must cause amortiza- 
tion tables to be pub- 
lished. 


Must prescribe forms 
for statement of condi- 
tion; require quarterly 
reports. 


Bulletins of informa- 
tion must be prepared 
and distributed show- 
ing advantages of amor- 
tization and giving in- 
structions for organiz- 
ing and conducting 
farm-loan associations. 
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ally submit to the Federal Farm Loan Board a 
schedule showing the salaries or rates of com- 
pensation paid to its officers and employees. 

The Federal Farm Loan Board shall annu- 
ally make a full report of its operations to the 
Speaker of the House of Representatives, who 
shall cause the same to be printed for the in- 
formation of the Congress. 

The Federal Farm Loan Board shall from 
time to time require examinations and reports 
of condition of all land banks established 
under the provisions of this Act, and shall 
publish consolidated statements of the results 
thereof. It shall cause to be made appraisals 
of farm lands as provided by this Act, and 
shall prepare and publish amortization tables 
which shall be used by national farm-loan 
associations and land banks organized under 
this Act. 

The Federal Farm Loan Board shall pre- 
scribe a form for the statement of condition 
of national farm-loan associations and land 
banks under its supervision, which shall be 
filled out quarterly by each such association 
or bank and transmitted to said board. 

It shall be the duty of the Federal Farm 
Loan Board to prepare from time to time 
bulletins setting forth the principal features 
of this Act and through the Department of 
Agriculture or otherwise to distribute the 
same, particularly to the press, to agricultural 
journals, and to farmers’ organizations; to 
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prepare and distribute in the same manner 
circulars setting forth the principles and ad- 
vantages of amortized farm loans and the 
protection afforded debtors under this Act, 
instructing farmers how to organize and con- 
duct farm-loan associations, and advising in- 
vestors of the merits and advantages of farm- 
loan bonds; and to disseminate in its discre- 
tion information for the further instruction of 
farmers regarding the methods and principles 
of co-operative credit and organization. Said 
board is hereby authorized to use a reason- 
able portion of the organization fund provided 
in section thirty-three of this Act for the 
objects specified in this paragraph, and is 
instructed to lay before the Congress at each 
session its recommendations for further ap- 
propriations to carry out said objects. 


FEDERAL LAND BANKS 


Sec. 4. That as soon as practicable the 
Federal Farm Loan Board shall divide the 
continental United States, excluding Alaska, 
into twelve districts, which shall be known as 
Federal land-bank districts, and may be des- 
ignated by number. Said districts shall be 
apportioned with due regard to the farm-loan 
needs of the country, but no such district 
shall contain a fractional part of any State. 
The boundaries thereof may be readjusted 
from time to time in the discretion of said 
board. 
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Investors to be ad- 
vised of merits and ad-~- 
vantages of farm-loan 
bonds; principles and 
methods of co-operative 
credit to be explained. 


Organization fund 
made available. 


Further appropria- 
tions to be asked from 
Congress as needed. 


United States to be 
divided into £2 districts, 
none to include a frac- 
tional part of a State. 


Apportioned with 
reference to farm-loan 
needs. 
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One Federal land 
bank in each district. 


Title to include name 
of city where located. 


Branches 


Temporary manage- 
ment vested in five 
resident bonded direc- 
tors. 


To receive compen- 
sation and choose ofh- 
cers. 


May employ ade- 
quate force; fix com- 
pensation. 


Must make organi- 
ration certificate, to in- 
clude— 


Name assumed. 
District and city of 
principal office. 
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The Federal Farm Loan Board shall estab- 
lish in each Federal land-bank district a 
Federal land bank, with its principal office 
located in such city within the district as said 
board shall designate. Each Federal land 
bank shall include in its title the name of the 
city in which it is located. Subject to the 
approval of the Federal Farm Loan Board, 
any Federal land bank may establish branches 
within the land-bank district. 

Each Federal land bank shall be tempo- 
rarily managed by five directors appointed by 
the Federal Farm Loan Board. Said direct- 
ors shall be citizens of the United States and 
residents of the district. They shall each give 
a surety bond, the premium on which shall 
be paid from the funds of the bank. They 
shall receive such compensation as the Fed- 
eral Farm Loan Board shall fix. They shall 
choose from their number, by majority vote, 
a president, a vice president, a secretary, and 
a treasurer. They are further authorized and 
empowered to employ such attorneys, ex- 
perts, assistants, clerks, laborers, and other 
employees as they may deem necessary, and 
to fix their compensation, subject to the 
approval of the Federal Farm Loan Board. 

Said temporary directors shall, under their 
hands, forthwith make an organization certifi- 
cate, which shall specifically state: 

First. The name assumed by such bank. 

Second. The district within which its op- 
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erations are to be carried on, and the particu- 
lar city in which its principal office is to be 
located. 

Third. The amount of capital stock and 
the number of shares into which the same is 
to be divided: Provided, That every Federal 
land bank organized under this Act shall by 
its articles of association permit an increase 
of its capital stock from time to time for the 
purpose of providing for the issue of shares 
to national farm-loan associations and stock- 
holders who may secure loans through agents 
of Federal land banks in accordance with the 
provisions of this Act. 

Fourth. The fact that the certificate is 
made to enable such persons to avail them- 
selves of the advantages of this Act. The 
organization certificate shall be acknowl- 
edged before a judge or clerk of some court 
of record, or notary public, and shall be, to- 
gether with the acknowledgment thereof, 
authenticated by the seal of such court or 
notary, transmitted to the Farm Loan Com- 
missioner, who shall record and carefully pre- 
serve the same in his office, where it shall be 
at all times open to public inspection. 

The Federal Farm Loan Board is au- 
thorized to direct such changes in or additions 
to any such organization certificate, not in- 
consistent with this Act, as it may deem 
necessary or expedient. 

Upon duly making and filing such organi- 
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Capital stock; num. 
ber of shares, 


_ Increase of stock for 
issuance of shares to 
borrowers, 


Organization certifi- 
cate must be duly 
acknowledged, authen- 
ticated, and forwarded 
to commissioner to be 
recorded and filed; open 
to public inspection. 


Board may order 
changes in organization 
certificate, 


Thus made a body 
corporate, 
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With powers to— 
Adopt and use seal. 


Have succession. 


Contract. 


Sue and defend. 


Elect officers and di- 
rectors. 


Require bonds. 


Dismiss officers and 
employees. 


Make by-laws; pro- 
vide method for stock 
transfer, election of di- 
rectors, and its general 
business conducted. 
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zation certificate the bank shall become, as 
from the date of the execution of its organi- 
zation certificate, a body corporate, and as 
such, and in the name designated in the 
organization certificate, it shall have power— 

First. To adopt and use a corporate seal. 

Second. To have succession until it is dis- 
solved by Act of Congress or under the pro- 
visions of this Act. 

Third. To make contracts. 

Fourth. To sue and be sued, complain, 
interplead, and defend, in any court of law 
or equity, as fully as natural persons. 

Fifth. To elect or appoint directors, and 
by its board of directors to elect a president 
and a vice president, appoint a secrétary and 
a treasurer and other officers and employees, 
define their duties, require bonds of them, 
and fix the penalty thereof; by action of its 
board of directors dismiss such officers and 
employees, or any of them, at pleasure and 
appoint others to fill their places. 

Sixth. To prescribe, by its board of direct- 
ors, subject to the supervision and regulation 
of the Federal Farm Loan Board, by-laws 
not inconsistent with law, regulating the 
manner in which its stock shall be trans- 
ferred, its directors elected, its officers elected 
or appointed, its property transferred, its 
general business conducted, and the privi- 
leges granted to it by law exercised and 
enjoyed. 
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Seventh. To exercise, by its board of 
directors or duly authorized officers or agents, 
subject to law, all such incidental powers as 
shall be necessary to carry on the business 
herein described. 

After the subscriptions to stock in any 
Federal land bank by national farm-loan asso- 
ciations, hereinafter authorized, shall have 
reached the sum of $100,000, the officers and 
directors of said land bank shall be chosen 
as herein provided and shall, upon becoming 
duly qualified, take over the management of 
said land bank from the temporary officers 
selected under this section. 

The board of directors of every Federal 
land bank shall be selected as hereinafter 
specified and shall consist of nine members, 
each holding office for three years. Six of said 
directors shall be known as local directors, 
and shall be chosen by and be representative 
of national farm-loan associations; and the 
remaining three directors shall be known as 
district directors, and shall be appointed by 
the Federal Farm Loan Board and represent 
the public interest. 

At least two months before each election 
the Farm Loan Commissioner shall notify 
each national farm-loan association in writing 
that such election is to be held, giving the 
number of directors to be elected for its dis- 
trict, and requesting each association to 
nominate one candidate for each director to 
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Exercise incidental 
powers necessary for 
conduct of business. 


When $100,000 stock 
is subscribed by farm- 
loan associations, per- 
manent officers and di- 
rectors to be chosen 
and take over manage~ 
ment. 


Permanent directors, 
nine in number, six 
elected by farm- loan 
associations, three ap- 

one by Farm Loan 

oard 


Notice of election of 
directors and method 
of nominations pre- 
scribed. 
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be elected. Within ten days of the receipt of 
such notice each association shall forward its 
nominations to said Farm Loan Commis- 
sioner. Said commissioner shall prepare a 
list of candidates for local directors consisting 
of the twenty persons securing the highest 
number of votes from national farm-loan 
associations making such nominations. 
At least one month before said election said 
Farm Loan Commissioner shall mail to each 
national farm-loan association the list of 
candidates. The directors of each national 
farm-loan association shall cast the vote of 
Casting votes for Said association for as many candidates on 
dupe wae ae said list as there are vacancies to be filled, 
and shall forward said vote to the Farm Loan 
Commissioner within ten days after said list 
of candidates is received by them. The candi- 
dates receiving the highest number of votes 
shall be elected as local directors. In case of 
a tie the Farm Loan Commissioner shall de- 
termine the choice. 
Heh Nt The Federal Farm Loan Board shall desig- 
rectors; fixes terms of nate one of the district directors to serve for 
three years and to act as chairman of the 
board of directors. It shall designate one of 
said directors to serve for a term of two years 
and one to serve for a term of one year. After 
the first appointments each district director 
shall be appointed for a term of three years. 
head benk cesenstes Oe At theres Depian meeting of the board of 
fice for local directors. directors of each Federal land bank it shall 
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be the duty of the local directors to designate 
two of the local directors whose term of office 
shall expire in one year from the date of such 
meeting, two whose term of office shall expire 
in two years from said date, and two whose 
term of office shall expire in three years from 
said date. Thereafter every local director of 
a Federal land bank chosen as hereinbefore 
provided shall hold office for a term of three 
years. Vacancies that may occur in the board 
of directors shall be filled for the unexpired 
term in the manner provided for the original 
selection of such directors. 

Directors of Federal land banks shall have 
been for at least two years residents of the 
district for which they are appointed or 
elected and at least one district director shall 
be experienced in practical farming and actu- 
ally engaged at the time of his appointment in 
farming operations within the district. No 
director of a Federal land bank shall, during 
his continuance in office, act as an officer, 
director, or employee of any other institution, 
association, or partnership engaged in bank- 
ing or in the business of making or selling 
land-mortgage loans. 

Directors of Federal land banks shall re- 
ceive, in addition to any compensation other- 
wise provided, a reasonable allowance for 
necessary expenses in attending meetings of 
their respective boards, to be paid by the 


respective Federal land banks. Any com- 
9 
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Regular term after 
first designation, three 
years. 


Vacancies filled for 
tunexpired term by elec- 
tion. 


Directors must be 
residents of district two 
years previous to elec- 
tion; one must be en- 
gaged in farming. 


Cannot be connected 
with other banking or 
mortgage selling insti- 
tution or partnership. 


Directors allowed 
necessary expenses in 
addition to compensa- 
tion, 


Compensation sub- 
ject to approval of 
Farm Loan Board. 
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Minimum capital 
stock $750,000. 


Board to prescribe 
conditions of payment; 
may reject any sub- 
scription, 


Par value of shares 
$5; may be subscribed 
by anyone. 


Stock held by farm- 
loan associations may 
not be transferred or 
hypothecated. 


Stock held by United 
States receives no divi- 
dends. 


No stock allowed any 
vote except that held 
by United States and 
farm-loan associations, 
they being entitled to 
one vote on each share. 
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pensation that may be provided by boards of 
directors of Federal land banks for directors, 
officers, or employees shall be subject to the 
approval of the Federal Farm Loan Board, 


CAPITAL STOCK OF FEDERAL LAND BANKS 


Sec. 5. That every Federal land bank shall 
have, before beginning business, a subscribed 
capital of not less than $750,000. The Fed- 
eral Farm Loan Board is authorized to pre- 
scribe the times and conditions of the pay- 
ment of subscriptions to capital stock, to 
reject any subscription in its discretion, and 
to require subscribers to furnish adequate 
security for the payment thereof. 

The capital stock of each Federal land 
bank shall be divided into shares of $5 each, 
and may be subscribed for and held by any 
individual, firm, or corporation, or by the 
Government of any State or of the United 
States. 

Stock held by national farm-loan associa- 
tions shall not be transferred or hypothe- 
cated, and the certificates therefor shall so 
state. 

Stock owned by the Government of the 
United States in Federal land banks shall 
receive no dividends, but all other stock 
shall share in dividend distributions without 
preference. Each national farm-loan asso- 
ciation and the Government of the United 
States shall be entitled to one vote for each 
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share of stock held by it in deciding all ques- 
tions at meetings of shareholders, and no 
other shareholder shall be permitted to vote. 
Stock owned by the United States shall be 
voted by the Farm Loan Commissioner, as 
directed by the Federal Farm Loan Board. 
It shall be the duty of the Federal Farm 
Loan Board, as soon as practicable after the 
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United States stock 
voted by commissioner 
as directed by board, 


Books of subscription 
opened by board, 


passage of this Act, to open books of subscrip;, 


tion for the capital stock of a Federal land’ 


bank in each Federal land-bank district. If 
within thirty days after the opening of said 
books any part of the minimum capitalization 
of $750,000 herein prescribed for Federal land 
banks shall remain unsubscribed, it shall be 
the duty of the Secretary of the Treasury to 
subscribe the balance thereof on behalf of the 
United States, said subscription to be subject 
to call in whole or in part by the board of 
directors of said land bank upon thirty days’ 
notice, with the approval of the Federal Farm 
Loan Board; and the Secretary of the 
Treasury is hereby authorized and directed to 
take out shares corresponding to the unsub- 
scribed balance as called, and to pay for the 
same out of any moneys in the Treasury not 
otherwise appropriated. Thereafter no stock 
shall be issued except as hereinafter provided. 

After the subscriptions to capital stock by 
national farm-loan associations shall amount 
to $750,000 in any Federal land bank, said 
bank shall apply semiannually to the pay- 


After 30 days United 
States subscribes all of 
minimum capital not 
otherwise taken. 


Subscription subject 
to call after 30 days’ 
notice. 


Secretary of Treas- 
ury to take shares and 
pay for same, 


No increase of stock 
thereafter except to 
borrowers on mortgage 
loans. 


Original stock retired 
at par when farm-loan 
associations subscribe 
$750,000. 


126 THE FEDERAL FARM-LOAN 


One-fourth of stock 
payments by farm-loan 
associations must be 
held in quick assets, 


Five per cent of such 
capital invested in 
United States bonds. 


Land banks may be 
designated as public 
depositaries, except for 
custom receipts; and 
employed as United 
States financial agents, 


ment and retirement of the shares of stock 
which were issued to represent the subscrip- 
tions to the original capital twenty-five per 
centum of all sums thereafter subscribed to 
capital stock until all such original capital 
stock is retired at par. 

At least twenty-five per centum of that 
part of the capital of any Federal land bank 
for which stock is outstanding in the name of 
national farm-loan associations shall be held 
in quick assets, and may consist of cash in 
the vaults of said land bank, or in deposits in 
member banks of the Federal reserve system, 
or in readily marketable securities which are 
approved under rules and regulations of the 
Federal Farm Loan Board: Provided, That 
not less than five per centum of such capital 
shall be invested in United States Govern- 
ment bonds. 


GOVERNMENT DEPOSITARIES 


Sec. 6. That all Federal land banks and 
joint-stock land banks organized under this 
Act, when designated for that purpose by the 
Secretary of the Treasury, shall be deposi- 
taries of public money, except receipts from 
customs, under such regulations as may be 
prescribed by said Secretary; and they may 
also be employed as financial agents of the 
Government; and they shall perform all such 
reasonable duties, as depositaries of public 
money and financial agents of the Govern- 
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ment, as may be required of them. And the 
Secretary of the Treasury shall require of the 
Federal land banks and joint - stock land 
banks thus designated satisfactory security, 
by the deposit of United States bonds or 
otherwise, for the safekeeping and prompt 
payment of the public money deposited with 
them, and for the faithful performance of their 
duties as financial agents of the Government. 
No Government funds deposited under the 
provisions of this section shall be invested in 
mortgage loans or farm-loan bonds. 


NATIONAL FARM-LOAN ASSOCIATIONS 


Sec. 7. That corporations, to be known as 
national farm-loan associations, may be or- 
ganized by persons desiring to borrow money 
on farm-mortgage security under the terms 
of this Act. Such persons shall enter into 
articles of association which shall specify in 
general terms the object for which the asso- 
ciation is formed and the territory within 
which its operations are to be carried on, 
and which may contain any other provision, 
not inconsistent with law, which the associa- 
tion may see fit to adopt for the regulation 
of its business and the conduct of its affairs. 
Said articles shall be signed by the persons 
uniting to form the association, and a copy 
thereof shall be forwarded to the Federal 
land bank for the district, to be filed and 
preserved in its office. 
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Satisfactory security 
required of land banks 
thus designated. 


No public deposits 
may be invested in 
mortgage loans or in 
farm-loan bonds. 


Organization farms 


loan associations. 


Articles of associa- 
tion to state object of 
formation and territory 
served, 


May contain any 
other provision not in- 
consistent with law. 


Signed copy must be 
forwarded to Federa 
land bank and filed. 
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Associations elect not 
less than five directors, 
in same manner as na- 
tional banks. 


Directors hold office 
one year. 


Choose a secretary- 
treasurer, fix his com- 
pensation, elect other 
officers and loan com- 
mittee of three. 


Serve without com- 
nsation, unless Farm 
oan Board approves 
otherwise. 


Must be residents of 
territory served; must 
be shareholders. 


Duties of secretary- 
treasurer specified; act 
as custodian of funds; 
pay over proceeds of 
loans; meet all obliga- 
tions under orders of 
board and in accord- 
ance with by-laws, 
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Every national farm-loan association shall 
elect, in the manner prescribed for the elec- 
tion of directors of national banking associa- 
tions, a board of not less than five directors, 
who shall hold office for the same period as 
directors of national banking associations. It 
shall be the duty of said board of directors 
to choose in such manner as they may prefer 
a secretary-treasurer, who shall receive such 
compensation as said board of directors shall 
determine. The board of directors shall elect 
a president, a vice president, and a loan com- 
mittee of three members. 

The directors and all officers except the 
secretary-treasurer shall serve without com- 
pensation, unless the payment of salaries to 
them shall be approved by the Federal Farm 
Loan Board. All officers and directors ex- 
cept the secretary-treasurer shall, during their 
term of office, be bona fide residents of the 
territory within which the association is au- 
thorized to do business, and shall be share- 
holders of the association. 

It shall be the duty of the secretary- 
treasurer of every national farm-loan associa- 
tion to act as custodian of its funds and to 
deposit the same in such bank as the board 
of directors may designate, to pay over to 
borrowers all sums received for their account 
from the Federal land bank upon first mort- 
gage as in this Act prescribed, and to meet 
all other obligations of the association, sub- 
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ject to the orders of the board of directors 
and in accordance with the by-laws of the 
association. It shall be the duty of the secre- 
tary-treasurer, acting under the direction of 
the national farm-loan association, to collect, 
receipt for, and transmit to the Federal land- 
bank payments of interest, amortization in- 
stallments, or principal arising out of loans 
made through the association. He shall be 
the custodian of the securities, records, 
papers, certificates of stock, and all docu- 
ments relating to or bearing upon the conduct 
of the affairs of the association. He shall 
furnish a suitable surety bond to be prescribed 
and approved by the Federal Farm Loan 
Board for the proper performance of the 
duties imposed upon him under this Act, 
which shall cover prompt collection and trans- 
mission of funds. He shall make a quarterly 
report to the Federal Farm Loan Board upon 
forms to be provided for that purpose. Upon 
request from said board said secretary-treas- 
urer shall furnish information regarding the 
condition of the national farm-loan associa- 
tion for which he is acting, and he shall carry 
out aJl duly authorized orders of said board. 
He shall assure himself from time to time that 
the loans made through the national farm- 
loan association of which he is an officer are 
applied to the purposes set forth in the appli- 
cation of the borrower as approved, and shall 
forthwith report to the land bank of the dis- 
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Pay over all collec- 
tions for Federal land 
bank. 


_ Custodian of securi- 
ties, records, and all 
documents. 


Furnish bond for per- 
formance of duties. 


Make quarterly re- 
port. 


Furnish statement of 
condition. 


Must satisfy himself 
proceeds of loans are 
properly applied. 
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Report failure or 
noncompliance with ap- 
plication by borrower; 
ascertain and report 
delinquent taxes on 
mortgaged land. 


Expenses and salary 
of secretary - treasurer 
paid by association, 


Directors may levy 
assessment on members 
if necessity arises. 


May secure advance 
from Federal land bank 
in anticipation of divi- 
dends. 


Ten persons owning 
land may form a farm- 
loan association. 


Organize subject to 
specified requirements 
having directors not 
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trict any failure of any borrower to comply 
with the terms of his application or mortgage. 
He shall also ascertain and report to said bank 
the amount of any delinquent taxes on land 
mortgaged to said bank and the name of the 
delinquent. 

The reasonable expenses of the secretary- 
treasurer, the loan committee, and other 
officers and agents of national farm-loan asso- 
ciations, and the salary of the secretary- 
treasurer, shall be paid from the general funds 
of the association, and the board of directors 
is authorized to set aside such sums as it shall 
deem requisite for that purpose and for other 
expenses of said association. When no such 
funds are available, the board of directors 
may levy an assessment on members in pro- 
portion to the amount of stock held by each, 
which may be repaid as soon as funds are 
available, or it may secure an advance from 
the Federal land bank of the district, to be 
repaid with interest at the rate of six per 
centum per annum, from dividends belonging 
to said association. Said Federal land bank 
is hereby authorized to make such advance 
and to deduct such repayment. 

Ten or more natural persons who are the 
owners, or about to become the owners, of 
farm land qualified as security for a mortgage 
loan under section twelve of this Act, may 
unite to form a national farm-loan associa- 
tion. They shall organize subject to the re- 
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quirements and the conditions specified in 
this section and in section four of this Act, so 
far as the same may be applicable: Provided, 
That the board of directors may consist of 
five members only, and instead of a secretary 
and a treasurer there shall be a secretary- 
treasurer, who need not be a shareholder of 
the association, 

When the articles of association are for- 
warded to the Federal land bank of the dis- 
trict as provided in this section, they shall be 
accompanied by the written report of the loan 
committee as required in section ten of this 
Act, and by an affidavit stating that each of 
the subscribers is the owner, or is about to 
become the owner, of farm land qualified 
under section twelve of this Act as the basis 
of a mortgage loan; that the loan desired by 
each person is not more than $10,000, nor 
less than $100, and the aggregate of the de- 
sired loan is not less than $20,000; that said 
affidavit is accompanied by a subscription to 
stock in the Federal land bank equal to five 
per centum of the aggregate sum desired on 
mortgage loans; and that a temporary organi- 
zation of said association has been formed by 
the election of a board of directors, a loan 
committee, and a secretary-treasurer who 
subscribes to said affidavit, giving his resi- 
dence and post-office address. 

Upon receipt of such articles of association, 
with the accompanying affidavit and stock 
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less than five; combine 
secretary and treasurer 
in one individual, who 
need not be shareholder. 


Report of loan com- 
mittee must accom- 
pany articles of associa- 
tion, with affidavit of 
secretary-treasurer that 
applicants own lands 
available for mortgage 
loans. 


Loans cannot exceed 
$10,000 to one person, 
nor aggregate less than 
$20,000 with original 
application, so that in- 
itial subscription to 
stock of land bank can- 
not be less than $1,000. 
Application must state 
temporary organization 
has been effected. 


Appraiser then sent 
to investigate by direct- 
ors, who determine if 
charter ought to be 
granted. 
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Application and affi- 
davit must be forward- 
ed to Farm Loan Board, 


Board may grant 
charter designating ter- 
ritory and torward to 
applicants, or may re- 
fuse same. 


Sums to be loaned 
members may be re- 
ceived after charter is 
granted. 


Association must sub- 
scribe to stock of Fed- 
eral land bank to an 
amount equal to 5 per 
cent of loans applied 
for, 
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subscription, the directors of said Federal 
land bank shall send an appraiser to investi- 
gate the solvency and character of the appli- 
cants and the value of their lands, and shall 
then determine whether in their judgment a 
charter should be granted to such association. 
They shall forward such articles of association 
and the accompanying affidavit to the Fed- 
eral Farm Loan Board with their recom- 
mendation. If said recommendation is un- 
favorable, the charter shall be refused. 

If said recommendation is favorable, the 
Federal Farm Loan Board shall thereupon 
grant a charter to the applicants therefor, 
designating the territory in which such asso- 
ciation may make loans, and shall forward 
said charter to said applicants through said 
Federal land bank: Provided, That said Fed- 
eral Farm Loan Board may for good cause 
shown in any case refuse to grant a charter. 

Upon receipt of its charter such national 
farm-loan association shall be authorized and 
empowered to receive from the Federal land 
bank of the district sums to be loaned to its 
members under the terms and conditions of 
this Act. 

Whenever any national farm-loan associa- 
tion shall desire to secure for any member a 
loan on first mortgage from the Federal land 
bank of its district it shall subscribe for capital 
stock of said land bank to the amount of five 
per centum of such loan, such subscription to 
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be paid in cash upon the granting of the loan 
by said land bank. Such capital stock shall 
be held by said land bank as collateral secur- 
ity for the payment of said loan, but said 
association shall be paid any dividends ac- 
cruing and payable on said capital stock while 
it is outstanding. Such stock may, in the dis- 
cretion of the directors, and with the approval 
of the Federal Farm Loan Board, be paid 
off at par and retired, and it shall be so paid 
off and retired upon full payment of the mort- 
gage loan. In such case the national farm- 
loan association shall pay off at par and retire 
the corresponding shares of its stock which 
were issued when said land-bank stock was 
issued. The capital stock of a Federal land 
bank shall not be reduced to an amount less 
than five per centum of the principal of the 
outstanding farm-loan bonds issued by it. 


CAPITAL STOCK OF NATIONAL FARM-LOAN 
ASSOCIATIONS 


Sec. 8. That the shares in national farm- < 


loan associations shall be of the par value of 
$5 each. 

Every shareholder shall be entitled to one 
vote on each share of stock held by him at 
all elections of directors and in deciding all 
questions at meetings of shareholders: Pro- 
vided, That the maximum number of votes 
which may be cast by any one shareholder 
shall be twenty. 
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Stock retained as col- 
lateral security, but 
dividends thereon to 
be paid association as 
declared. 


Stock may be paid 
off at par, and must be 
when loans are paid. 


_ Association must re- 
tire and pay off corre- 
sponding stock at par. 


Federal land - bank 
stock cannot be reduced 
to less than 5 per cent of 
outstanding bonds. 


Par value of shares 


Each share 1 vote, 
but. one shareholder 
limited to 20 votes. 
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Members and share- 
holders confined to bor- 
rowers. 


Every applicant for 
loan must apply for 
membership and sub- 
scribe to stock in asso- 
ciation to extent of 5 
per cent of desired loan. 


Loan granted and 
stock paid for, appli- 
cant becomes member 
and shareholder. 


Stock retired when 
loan is paid off; in 
meanwhile is held as 
collateral security, bor- 
rower receiving divi- 
dends declared thereon. 


_ Capital stock to be 
increased in  propor- 
tion as loans are made. 


Increase must be 
stated in quarterly re- 
ports to board, 
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No persons but borrowers on farm-land 
mortgages shall be members or sharcholders 
of national farm-loan associations. Any per- 
son desiring to borrow on farm-land mortgage 
through a national farm-loan association shall 
make application for membership and shall 
subscribe for shares of stock in such farm- 
loan association to an amount equal to five 
per centum of the face of the desired loan, 
said subscription to be paid in cash upon the 
granting of the loan. If the application for 
membership is accepted and the loan is 
granted, the applicant shall, upon full pay- 
ment therefor, become the owner of one share 
of capital stock in said loan association for 
each $100 of the face of his loan, or any major 
fractional part thereof. Said capital stock 
shall be paid off at par and retired upon full 
payment of said loan. Said capital stock 
shall be held by said association as collateral 
security for the payment of said loan, but 
said borrower shall be paid any dividends 
accruing and payable on said capital stock 
while it is outstanding. 

Every national farm-loan association 
formed under this Act shall by its articles of 
association provide for an increase of its 
capital stock from time to time for the pur- 
pose of securing additional loans for its mem- 
bers and providing for the issue of shares to 
borrowers in accordance with the provisions 
of this Act. Such increases shall be included 
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in the quarterly reports to the Federal Farm 
Loan Board. 


NATIONAL FARM-LOAN ASSOCIATIONS,— 
SPECIAL PROVISIONS 


SEc. 9. That any person whose application 
for membership is accepted by a national 
farm-loan association shall be entitled to bor- 
row money on farm-land mortgage upon filing 
his application in accordance with section 
eight and otherwise complying with the terms 
of this Act whenever the Federal land bank 
of the district has funds available for that 
purpose, unless said land bank or the Federal 
Farm Loan Board shall, in its discretion, 
otherwise determine. 

Any person desiring to secure a loan 
through a national farm-loan association un- 
der the provisions of this Act may, at his 
option, borrow from the Federal land bank 
through such association the sum necessary 
to pay for shares of stock subscribed for by 
him in the national farm-loan association, 
such sum to be made a part of the face of the 
loan and paid off in amortization payments: 
Provided, however, That such addition to the 
loan shall not be permitted to increase said 
loan above the limitation imposed in sub- 
section fifth of section twelve. 

Subject to rules and regulations prescribed 
by the Federal Farm Loan Board, any 
farm-loan association shall be entitled to re- 
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Every member en- 
titled to borrow, when 
funds are available, un- 
less land bank or Farm 
Loan Board otherwise 
determine, 


Borrower may pay 
for stock from proceeds 
of loan granted; to be 
repaid by amortiza- 
tion— 


Provided amount of 
loan does not exceed 
maximum limit. 


Associations may re- 
tain from interest col- 
lected commission not 
exceeding one eighth of 
I per cent semiannu- 
ally. 


Deducted from fu- 
ture dividends on stock 
held in Federal land 
bank; may borrow from 
bank not exceeding one 
fourth of stock holdings. 


Shareholders of asso- 
ciations personally li- 
able for its debts to ex- 
tent of stock severally 
held, 


Any natural person 
owning or about to own 
qualified land may be- 
come member upon 
approval of directors 
and borrow on mort- 
gage, upon subscribing 
to stock to extent of 5 
per cent of desired loan. 
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tain as a commission from each interest pay- 
ment on any loan indorsed by it an amount 
to be determined by said board not to exceed 
one eighth of one per centum semiannually 
upon the unpaid principal of said loan, any 
amounts so retained as commissions to be 
deducted from dividends payable to such 
farm-loan association by the Federal land 
bank, and to make application to the land 
bank of the district for loans not exceeding 
in the aggregate one fourth of its total stock 
holdings in said land bank. The Federal 
land banks shall have power to make such 
loans to associations applying therefor and to 
charge interest at a rate not exceeding six 
per centum per annum. 

Shareholders of every national farm-loan 
association shall be held individually respon- 
sible, equally and ratably, and not for an- 
other, for all contracts, debts, and engage- 
ments of such association to the extent of the 
amount of stock owned by them at the par 
value thereof, in addition to the amount paid 
in and represented by their shares. 

After a charter has been granted to a 
national farm-loan association, any natural 
person who is the owner, or about to become 
the owner, of farm land qualified under sec- 
tion twelve of this Act as the basis of a mort- 
gage loan, and who desires to borrow on a 
mortgage of such farm land, may become a 
member of the association by a two-thirds 
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vote of the directors upon subscribing for one 
share of the capital stock of such association 
for each $100 of the face of his proposed loan 
or any major fractional part thereof. He 
shall at the same time file with the secretary- 
treasurer his application for a mortgage loan, 
giving the particulars required by section 
twelve of this Act. 


APPRAISAL 


Sec. 10. That whenever an application for 
a mortgage loan is made through a national 
farm-loan association, the loan committee 


provided for in section seven of this Act, * 


shall forthwith make, or cause to be made, 
such investigation as it may deem necessary 
as to the character and solvency of the appli- 
cant, and the sufficiency of the security 
offered, and cause written report to be made 
of the result of such investigation, and shall, 
if it concurs in such report, approve the same 
in writing. No loan shall be made unless the 
report is favorable, and the loan committee 
is unanimous in its approval thereof. 

The written report required in the pre- 
ceding paragraph shall be submitted to the 
Federal land bank, together with the appli- 
cation for the loan, and the directors of said 
land bank shall examine said written report 
when they pass on the loan application which 
it accompanies, but they shall not be bound 
by said appraisal. 
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Application for loans 
must be referred to loan 
committee. 


Loan committee, or 
some person designated 
y it, must examine 
land, make appraisal 
and written report. 


Directors cannot 
approve loan unless 
committee’s report is 
favorable. 


Report and appraisal 
submitted to land bank 
directors. 
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Land bank must refer 
application and report 
to land-bank appraiser 
for investigation and 
report, which must be 
favorable if loan is 
made. 


Appraisal forms pre- 
scribed by Farm Loan 
Board. 


Farm Loan Board to 
direct land-bank ap- 
praisers as to investiga- 
tion and examination. 


Borrower not eligible 
as appraiser, but may 
be member of loan com- 
mittee where not in- 
terested. 


Substitute on loan 
committee may be ap- 
pointed by directors. 
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Before any mortgage loan is made by any 
Federal land bank, or joint-stock land bank, 
it shall refer the application and written re- 
port of the loan committee to one or more of 
the land-bank appraisers appointed under the 
authority of section three of this Act, and 
such appraiser or appraisers shall investigate 
and make a written report upon the land 
offered as security for said loan. No such 
loan shall be made by said land bank unless 
said written report is favorable. 

Forms for appraisal reports for farm-loan 
associations and land banks shall be pre- 
scribed by the Federal Farm Loan Board. 

Land-bank appraisers shall make such ex- 
aminations and appraisals and conduct such 
investigations, concerning farm-loan bonds 
and first mortgages, as the Federal Farm Loan 
Board shall direct. 

No borrower under this Act shall be eli- 
gible as an appraiser under this section, but 
borrowers may act as members of a loan 
committee in any case where they are not 
personally interested in the loan under con- 
sideration. When any member of aloan com- 
mittee or of a board of directors is interested, 
directly or indirectly, in a loan, a majority of 
the board of directors of any national farm- 
loan association shall appoint a substitute 
to act in his place in passing upon such 
loan. 
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POWERS OF NATIONAL FARM-LOAN 
ASSOCIATIONS 


SEC. 11. That every national farm - loan 
association shall have power: 

First. To indorse, and thereby become 
liable for the payment of, mortgages taken 
from its shareholders by the Federal land bank 
of its district. 

Second. To receive from the Federal land 
bank of its district funds advanced by said 
land bank, and to deliver said funds to its 
shareholders on receipt of first mortgages 
qualified under section twelve of this Act. 

Third. To fix reasonable initial charges to 
be made against applicants for loans and to 
borrowers in order to meet the necessary ex- 
penses of the association: Provided, That 
such charges shall not exceed amounts to be 
fixed by the Farm Loan Board, and shall in 
no case exceed one per centum of the amount 
of the loan applied for; to acquire and dispose 
of property, real and personal, that may be 
necessary or convenient for the transaction of 
its business. 

Fourth. To issue certificates against depos- 
its of current funds bearing interest for not 
longer than one year at not to exceed four 
per centum per annum after six days from 
date, convertible into farm-loan bonds when 
presented at the Federal land bank of the 


district in the amount of $25 or any multiple 
10 
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_Farm-loan associa- 
tion— 


May indorse mort- 
gages. 


Receive funds from 
land bank. 

Pay over funds to 
borrowers. 


Fix charges by farm- 
loan association; own 
property required for its 
business, 


May issue certificates 
bearing interest con- 
vertible into farm-loan 
bonds. 
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Funde thus arising 
to be invested in mort- 
ages or farm-loan 
bonds by Federal land 


Loans must be se- 
cured by first mort- 
gages on farm lands 
within district; joint 
stock banks exempted. 


Mortgages must con- 
tain provision for re- 
payment or amortiza- 
tion plan. 


Interest rate on mort- 
gage cannot exceed by 
more than 1 per cent 
per annum interest paid 
on farm-loan bonds. 


Installment to  in- 
clude sufficient amount 
to extinguish debt after 
expiration of 5 years, 
but within 40 years, at 
option of borrower. 
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thereof. Such deposits, when received, shall 
be forthwith transmitted to said land bank, 
and be invested by it in the purchase of farm- 
loan bonds issued by a Federal land bank or 
in first mortgages as defined by this Act. 


RESTRICTIONS ON LOANS BASED ON FIRST 
MORTGAGES 


SEc. 12. That no Federal land bank or- 
ganized under this Act shall make loans ex- 
cept upon the following terms and conditions: 

First. Said loans shall be secured by duly 
recorded first mortgages on farm land within 
the land-bank district in which the bank is 
situated. 

Second. Every such mortgage shall con- 
tain an agreement providing for the repay- 
ment of the loan on an amortization plan by 
means of a fixed number of annual or semi- 
annual installments sufficient to cover, first, 
a charge on the loan at a rate not exceeding 
the interest rate in the last series of farm-loan 
bonds issued by the land bank making the 
loan; second, a charge for administration 
and profits at a rate not exceeding one per 
centum per annum on the unpaid principal, 
said two rates combined constituting the in- 
terest rate on the mortgage; and, third, such 
amounts to be applied on the principal as will 
extinguish the debt within an agreed period, 
not less than five years nor more than forty 
years: Provided, That after five years from 
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the date upon which a loan is made the 
mortgagor may, upon any regular installment 
date, make, in advance, any number of pay- 
ments or any portion thereof on account of 
the principal of his loan as provided by his 
contract or pay the entire principal of such 
loan, under the rules and regulations of the 
Federal Farm Loan Board: And provided 
further, That before the first issues of farm- 
loan bonds by any land bank the interest 
rate on mortgages may be determined in the 
discretion of said land bank, subject to the 
provisions and limitations of this Act. 

Third. No loan on mortgage shall be made 
under this Act at a rate of interest exceeding 
six per centum per annum, exclusive of amor- 
tization payments. 

Fourth. Such loans may be made for the 
following purposes and for no other. 

(a) To provide for the purchase of land 
for agricultural uses. 

(b) To provide for the purchase of equip- 
ment, fertilizers, and live stock necessary for 
the proper and reasonable operation of the 
mortgaged farm; the term ‘‘equipment”’ to be 
defined by the Federal Farm Loan Board. 

(c) To provide buildings and for the im- 
provement of farm lands; the term ‘‘im- 
provement” to be defined by the Federal 
Farm Loan Board. 

(d) To liquidate indebtedness of the owner 
of the land mortgaged incurred for agri- 


141 


Principal may be 
paid as desired after 5 
years with any install- 
ment. 


Interest rate on mort- 
gages made prior to is- 
sue of farm-loan bonds 
determined by land 
bank. 


Interest charged on 
mortgages must not ex- 
ceed 6 per cent per 
annum. 


Proceeds of loans re- 
stricted; joint stock 
banks exempted. 


Buy land for agricul- 
tural uses. 


_ Buy equipment, fer- 
tilizers, live stock. 


_ Provide buildings and 
improvements. 


Discharge indebted- 
ness incurred for agri- 
cultural purposes. 
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Mortgage loans must 
not exceed 50 per cent 
of appraised value of 
lands and 20 per cent of 
permanent improve- 
ments thereon, latter to 
be insured. 


Appraisal determined 
by agricultural value 
and earning power of 
lands, 


Reappraisal. 


Loans granted for 
smaller amounts than 
applied for without new 
appraisal, 


Borrowers must en- 
gage in cultivation of 
land mortgaged. 


Joint stock banks ex- 
empted, 


Mortgages assumed 
by a purchaser. 
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cultural purposes, or incurred prior to the 
organization of the first farm-loan association 
established in and for the county in which 
the land is situated. 

Fifth. No such loan shall exceed fifty per 
centum of the value of the land mortgaged 
and twenty per centum of the value of the 
permanent, insured improvements thereon, 
said value to be ascertained by appraisal, as 
provided in section ten of this Act. In making 
said appraisal the value of the land for agri- 
cultural purposes shall be the basis of ap- 
praisal and the earning power of said land 
shall be a principal factor. 

A reappraisal may be permitted at any 
time in the discretion of the Federal land 
bank, and such additional loan may be 
granted as such reappraisal will warrant un- 
der the provisions of this paragraph. When- 
ever the amount of the loan applied for ex- 
ceeds the amount that may be loaned under 
the appraisal as herein limited, such loan may 
be granted to the amount permitted under the 
terms of this paragraph without requiring a 
new application or appraisal. 

Sixth. No such loan shall be made to any 
person who is not at the time, or shortly to 
become, engaged in the cultivation of the 
farm mortgaged. In case of the sale of the 
mortgaged land, the Federal land bank may 
permit said mortgage and the stock interests 
cf the vendor to be assumed by the purchaser, 
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In case of the death of the mortgagor, his 
heir or heirs, or his legal representative or 
representatives, shall have the option, within 
sixty days of such death, to assume the 
mortgage and stock interests of the deceased. 

Seventh. The amount of loans to any one 
borrower shall in no case exceed a maximum 
of $10,000, nor shall any loan be for a less 
sum than $100. 

Eighth. Every applicant for a loan under 
the terms of this Act shall make application 
on a form to be prescribed for that purpose 
by the Federal Farm Loan Board, and such 
applicant shall state the objects to which the 
proceeds of said loan are to be applied, and 
shall afford such other information as may 
be required. 

Ninth. Every borrower shall pay simple 
interest on defaulted payments at the rate of 
eight per centum per annum, and by express 
covenant in his mortgage deed shall under- 
take to pay when due all taxes, liens, judg- 
ments, or assessments which may be lawfully 
assessed against the land mortgaged. Taxes, 
liens, judgments, or assessments not paid 
when due, and paid by the mortgagee, shall 
become a part of the mortgage debt and shall 
bear simple interest at the rate of eight per 
centum per annum. Every borrower shall 
undertake to keep insured to the satisfaction 
of the Federal Farm Loan Board all buildings 
the value of which was a factor in determining 
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In case of death legal 
representatives of bor- 
rower may assume his 
obligations. 


$10,000 maximum 
and $100 minimum loan 
to any borrower. 


Joint stock banks 
exempted, 


Applicant must state 
on prescribed forms 
purpose for which pro- 
ceeds of loan are to be 
used. 


Defaulted payments 
carry 8 per cent inter- 
est. 

Borrower must un- 
dertake to pay all taxes 
and other liens. 


If unpaid, become 
part of mortgage debt 
and bear 8 per cent in- 
terest. 


Buildings must be 


kept insured, 
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Losses payable to 
mortgagee, but mort- 
gagor may require in- 
surance money used for 
rebuilding. 


If proceeds of loan 
expended otherwise 
than agreed (joint-stock 
banks being exempted). 


If borrower be in de- 
fault. 


Loans may be col- 
lected. 


Part proceeds may be 
used to purchase stock 
required for member- 
ship. 


_ Exercise of unauthor- 
ized power by lender 
cannot impair validity 
of mortgage. 
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the amount of the loan. Insurance shall be 
made payable to the mortgagee as its interest 
may appear at time of loss, and, at the option 
of the mortgagor and subject to general regu- 
lations of the Federal Farm Loan Board, sums 
so received may be used to pay for recon- 
struction of the buildings destroyed. 

Tenth. Every borrower who shall be 
granted a loan under the provisions of this 
Act shall enter into an agreement, in form 
and under conditions to be prescribed by the 
Federal Farm Loan Board, that if the whole 
or any portion of his loan shall be expended 
for purposes other than those specified in his 
original application, or if the borrower shall 
be in default in respect to any condition or 
covenant of the mortgage, the whole of said 
loan shall, at the option of the mortgagee, 
become due and payable forthwith: Provided, 
That the borrower may use part of said loan 
to pay for his stock in the farm-loan associa- 
tion, and the land bank holding such mort- 
gage may permit said loan to be used for any 
purpose specified in subsection fourth of this 
section. 

Eleventh. That no loan or the mortgage 
securing the same shall be impaired or in- 
validated by reason of the exercise of any 
power by any Federal land bank or national 
farm-loan association in excess of powers 
herein granted or any limitations thereon. 

Funds transmitted to farm-loan associa- 
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tions by Federal land banks to be loaned to 
its members shall be in current funds, or 
farm-loan bonds, at the option of the 
borrower. 


POWERS OF FEDERAL LAND BANKS} 


Sec. 13. That every Federal land bank 
shall have power, subject to the limitations 
and requirements of this Act— 

First. To issue, subject to the approval of 
the Federal Farm Loan Board, and to sell 
farm-loan bonds of the kinds authorized in 
this Act, to buy the same for its own account, 
and to retire the same at or before maturity. 

Second. To invest such funds as may be 
in its possession in the purchase of qualified 
first mortgages on farm lands situated within 
the Federal land-bank district within which 
it is organized or for which it is acting. 

Third. To receive and to deposit in trust 
with the farm-loan registrar for the district, 
to be by him held as collateral security for 
farm-loan bonds, first mortgages upon farm 
land qualified under section twelve of this 
Act, and to empower national farm-loan asso- 
ciations, or duly authorized agents, to collect 
and immediately pay over to said land banks 
the dues, interest, amortization installments, 
and other sums payable under the terms, con- 
ditions, and covenants of the mortgages and 
of the bonds secured thereby. 

Fourth. To acquire and dispose of— 
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Borrower may elect 
to receive proceeds of 
loan in farm-loan bonds. 


Federal land banks; 
powers— 


May issue and buy 
and sell farm -loan 
bonds; prepay same. 


May invest in mort- 
gages on farm lands sit- 
uated in district. 


May hypothecate 
mortgages with regis- 
trar, as security for 
bond issue. 


May utilize associa- 
tions and agents to 
collect and remit pay- 
ments thereon, 
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May buy, sell, or 
lease property required 
for its business, 


No real estate ac- 
quired in satisfaction 
or part payment of 
debts can bé held longer 
than five years without 
special authority from 
Farm Loan Board. 


May deposit with 
any member bank and 
receive interest thereon. 


May accept deposits 
from farm-loan associa- 
tions. 


May borrow money. 


May deal in United 
States bonds. 


May charge appli- 
cants for loans actual 
expenses incurred in 
connection with ap- 
praisal and determina- 
tion of title. 
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(a) Such property, real or personal, as may 
be necessary or convenient for the transaction 
of its business, which, however, may be in 
part leased to others for revenue purposes. 

(b) Parcels of land acquired in satisfaction 
of debts or purchased at sales under judg- 
ments, decrees, or mortgages held by it. But 
no such bank shall hold title and possession 
of any real estate purchased or acquired to 
secure any debt due to it, for a longer period 
than five years, except with the special ap- 
proval of the Federal Farm Loan Board in 
writing. 

Fifth. To deposit its securities, and its 
current funds subject to check, with any 
member bank of the Federal Reserve System, 
and to receive interest on the same as may 
be agreed. 

sixth. To accept deposits of securities or 
of current funds from national farm-loan 
associations holding its shares, but to pay no 
interest on such deposits. 

Seventh. To borrow money, to give secur- 
ity therefor, and to pay interest thereon. 

Eighth. To buy and sell United States 
bonds. 

Ninth. To charge applicants for loans and 
borrowers, under rules and regulations pro- 
mulgated by the Federal Farm Loan Board, 
reasonable fees not exceeding the actual cost 
of appraisal and determination of title. Legal 
fees and recording charges imposed by law in 
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the States where the land to be mortgaged is 
located may also be included in the prelimi- 
nary costs of negotiating mortgage loans. The 
borrower may pay such fees and charges or he 
may arrange with the Federal land bank mak- 
ing the loan to advance the same, in which case 
said expenses shall be made a part of the face 
of the loan and paid off in amortization pay- 
ments. Such addition to the loan shall not 
be permitted to increase said loan above the 
limitations provided in section twelve. 


RESTRICTIONS ON FEDERAL LAND BANKS 


Sec. 14. That no Federal land bank shall 
have power— 

First. To accept deposits of current funds 
payable upon demand except from its own 
stockholders, or to transact any banking or 
other business not expressly authorized by 
the provisions of this Act. 

Second. To loan on first mortgage except 
through national farm-loan associations as 
provided in section seven and section eight of 
this Act, or through agents as provided in 
section fifteen. 

Third. To accept any mortgages on real 
estate except first mortgages created subject 
to all limitations imposed by section twelve 
of this Act, and those taken as additional 
security for existing loans. 

Fourth. To issue or obligate itself for out- 
standing farm-loan bonds in excess of twenty 
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Borrower may re- 
quire such expenses to 
be included as part of 
loan and_ paid off by 
amortization, 


Cannot accept de- 
posits except from 
stockholders or trans- 
act business not ex- 
pressly authorized. 


_Loans made exclu- 
sively through associa- 
tions or ayents. 


Only first mortgages 
accepted, unless exist- 
ing loans require addi- 
tional security. 


_ Farm-loan bonds lim- 
ited to twenty times 
capital and surplus. 
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Receipt of mortgages 
from farm-loan asso- 
ciation limited to 
twenty times its hold- 
ings of stock. 


No commission or 
charge except specific- 
ally authorized. 


Agents of land banks 
may be established af- 
ter one year. 


Loans through agents 
subject to same condi- 
tions as to associations. 
Borrowers through 
agencies must purchase 
stock in Federal land 
bank to extent of 5 per 
cent of loan. 
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times the amount of its capital and surplus, 
or to receive from any national farm-loan 
association additional mortgages when the 
principal remaining unpaid upon mortgages 
already received. from such association shail 
exceed twenty times the amount of its capital 
stock owned by such association. 

Fifth. To demand or receive, under any 
form or pretense, any commission or charge 
not specifically authorized in this Act. 


AGENTS OF FEDERAL LAND BANKS 


Sec. 15. That whenever, after this Act 
shall have been in effect one year, it shall 
appear to the Federal Farm Loan Board that 
national farm-loan associations have not been 
formed, and are not likely to be formed, in 
any locality, because of peculiar local condi- 
tions, said board may, in its discretion, au- 
thorize Federal land banks to make loans on 
farm lands through agents approved by said 
board. 

Such loans shall be subject to the same 
conditions and restrictions as if the same were 
made through national farm-loan associa- 
tions, and each borrower shall contribute five 
per centum of the amount of his loan to the 
capital of the Federal land bank, and shall 
become the owner of as much capital stock of 
the land bank as such contribution shall war- 
rant. 

No agent other than a duly incorporated 
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bank, trust company, mortgage company, 
or savings institution, chartered by the 
State in which it has its principal office, 
shall be employed under the provisions of 
this section. 

Federal land banks may pay to such agents 
the actual expense of appraising the land 
offered as security for a loan, examining and 


certifying the title thereof, and making, exe- dend 


cuting, and recording the mortgage papers; 
and in addition may allow said agents not to 


exceed one-half of one per centum per annum. 


upon the unpaid principal of said loan, such 
commission to be deducted from dividends 
payable to the borrower on his stock in the 
Federal land bank. 

Actual expenses paid to agents under the 
provisions of this section shall be added to 
the face of the loan and paid off in amortiza- 
tion payments subject to the limitations pro- 
vided in subsection ninth of section thirteen 
of this Act. 

Said agents, when required by the Federal 
land banks, shall collect and forward to such 
banks without charge all interest and amorti- 
zation payments on loans indorsed by them. 

Any agent negotiating any such loan shall 
indorse the same and become liable for the 
payment thereof, and for any default by the 
mortgagor, on the same terms and under the 
same penalties as if the loan had been orig- 
inally made by said agent as principal and 
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Agencies limited to 
banking corporations 
chartered by State. 


Expenses connected 
with making loans may 
be paid to agents; also 
commission, which 
must be deducted from 
borrower's future divi- 

ends, 


Expenses paid agents 
become part of loan; 
paid off by amortiza- 
tion, 


Agents must collect 
and remit payments on 
loans, when required, 
without charge. 


Agents must indorse 
and become liable upon 
mortgages received 
from them, such mort- 
gages not to exceed ten 
times agents’ capital 
and surplus. 
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Agencies in any dis- 
trict may be discon- 
tinued by Farm Loan 

Olt 


Joint-stock land 
banks formed by 10 or 
more persons under 
Federal land-bank_or- 
ganization require- 
ments. 


Minimum number of 
directors five. 


Shareholders  sever- 
ally liable personally for 
indebtedness of bank to 
extent of stock hold- 
ings. 


sold by said agent to said land bank, but the 
aggregate of the unpaid principal of mortgage 
loans received from any such agent shall not 
exceed ten times its capital and surplus. 

If at any time the district represented by 
any agent under the provisions of this sec- 
tion shall, in the judgment of the Federal 
Farm Loan Board, be adequately served by 
national farm-loan associations, no further 
loans shall be negotiated therein by agents 
under this section. 


JOINT-STOCK LAND BANKS 


Src. 16. That corporations, to be known 
as joint-stock land banks, for carrying on the 
business of lending on farm-mortgage secur- 
ity and issuing farm-loan bonds, may be 
formed by any number of natural persons not 
less than ten. They shall be organized sub- 
ject to the requirements and under the con- 
ditions set forth in section four of this Act, 
so far as the same may be applicable: Pro- 
vided, That the board of directors of every 
joint-stock land bank shall consist of not less 
than five members. 

Shareholders of every joint-stock land bank 
organized under this Act shall be held indi- 
vidually responsible, equally and ratably, 
and not one for another, for all contracts, 
debts, and engagements of such bank to the 
extent of the amount of stock owned by them 
at the par value thereof, in addition to the 
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amount paid in and represented by their 
shares. 

Except as otherwise provided, joint-stock 
land banks shall have the powers of, and be 
subject to all the restrictions and conditions 
imposed on, Federal land banks by this Act, 
so far as such restrictions and conditions are 
applicable: Provided, however, That the Gov- 
ernment of the United States shall not pur- 
chase or subscribe for any of the capital 
stock of any such bank; and each shareholder 
of any such bank shall have the same voting 
privileges as holders of shares in national 
banking associations. 

No joint-stock land bank shall have power 
to issue or obligate itself for outstanding farm- 
loan bonds in excess of fifteen times the 
amount of its capital and surplus, or to re- 
ceive deposits or to transact any banking or 
other business not expressly authorized by 
the provisions of this Act. 

No joint-stock land bank shall be author- 
ized to do business until capital stock to the 
amount of at least $250,000 has been sub- 
scribed, one half thereof paid in cash and the 
balance subject to call by the board of direct- 
ors, and a charter has been issued to it by 
the Federal Farm Loan Board. 

No joint-stock land bank shall issue any 
bonds until after the capital stock is entirely 
paid up. 

Farm-loan bonds issued by joint-stock land 
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Except otherwise 
provided, to have same 
powers and limitations 
as Federal land banks, 


United States cannot 
subscribe to capital 
stock, 


Shareholders have 
one vote for each share 
of stock, 


Banks cannot issue 
bonds aggregating more 
than 15 times capital 
and surplus, nor receive 
deposits nor transact 
business not expressly 
authorized. 


Minimum capital, 
$250,000, one half paid 
in cash, balance subject 
to call. 


Stock must be paid 
up before issuance of 
bonds. 
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Bonds must be differ- 
ent in form and color 
from Federal land-bank 
bonds. 


Exempt from certain 
provisions applicable to 
Federal land banks. 


Loans confined to 
first mortgages on farm 
lands located in same 
State as principal office 
or in one State contigu- 
ous. 


Interest charge on 
farm loans limited to 1 
per cent over rate paid 
on bonds. 


No commission or 
sharge not specifically 
authorized, 


Bonds may be issued 
against hypothecated 
mortgages. 
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banks shall be so engraved as to be readily 
distinguished in form and color from farm- 
loan bonds issued by Federal land banks, and 
shall otherwise bear such distinguishing marks 
as the Federal Farm Loan Board shall direct. 

Joint-stock land banks shall not be subject 
to the provisions of subsection (b) of section 
seventeen of this Act as to interest rates on 
mortgage loans or farm-loan bonds, nor to the 
provisions of subsections first, fourth, sixth, 
seventh, and tenth of section twelve as to 
restrictions on mortgage loans: Provided, 
however, That no loans shall be made which 
are not secured by first mortgages on farm 
lands within the State in which such joint- 
stock land bank has its principal office, or 
within some one State contiguous to such 
State. Such joint-stock land banks shall be 
subject to all other restrictions on mortgage 
loans imposed on Federal land banks in sec- 
tion twelve of this Act. 

Joint-stock land banks shall in no case 
charge a rate of interest on farm loans exceed- 
ing by more than one per centum the rate of 
interest established for the last series of farm- 
loan bonds issued by them. 

Joint-stock land banks shall in no case de- 
mand or receive, under any form or pretense, 
any commission or charge not specifically 
authorized in this Act. 

Each joint-stock land bank organized un- 
der this Act shall have authority so issue 
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bonds based upon mortgages taken by it in 
accordance with the terms of this Act. Such 
bonds shall be in form prescribed by the 
Federal Farm Loan Board, and it shall be 
stated in such bonds that such bank is organ- 
ized under section sixteen of this Act, is 
under Federal supervision, and operates un- 
der the provisions of this Act. 

Any joint-stock land bank organized and 
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Under prescribed 
forms, stating therein 
that issuance is made 
under this authority. 


Voluntary liquidation 


of joint - stock 
anks. 


doing business under the provisions of this bank 


Act may go into voluntary liquidation by 
making provision, to be approved by the 
Federal Farm Loan Board, for the payment of 
its liabilities: Provided, That such method of 
liquidation shall have been duly authorized 
by a vote of at least two thirds of the share- 
holders of such joint-stock land bank at a 
regular meeting, or at a special meeting called 
for that purpose, of which at least ten days’ 
notice in writing shall have been given to 
stockholders. 

For the purpose of assisting in any such 
liquidation duly authorized as in the preced- 
ing paragraph provided, any Federal land 
bank may, with the approval of the Federal 
Farm Loan Board, acquire the assets and 
assume the liabilities of any joint-stock land 
bank, and in such transaction may waive the 
provisions of this Act requiring such land 
bank to acquire its loans only through na- 
tional farm-loan associations, or agents, and 
those relating to status of borrower, purposes 


land 
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Farm Loan Board; 
powers— 


Charter Federal land 
banks, joint-stock land 
banks, and farm-loan 
associations. 


Fix interest charges 
by Federal land banks; 
joint-stock banks ex- 
empted, 


Refuse authority to 
make specific issue of 
bonds. 


Regulate charges to 
borrowers. 


Require reports and 
make examinations. 
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of loan, and also the limitation as to the 
amount of individual loans. 

No Federal land bank shall assume the 
obligations of any joint-stock land bank, in 
such manner as to make its outstanding obli- 
gations more than twenty times its capital 
stock, except by the creation of a special 
reserve equal to one twentieth of the amount 
of such additional obligations assumed. 


POWERS OF FEDERAL FARM LOAN BOARD 


Sec. 17. That the Federal Farm Loan 
Board shall have power— 

(a) To organize and charter Federal land 
banks, and to charter national farm-loan as- 
sociations and joint-stock land banks subject 
to the provisions of this Act, and in its dis- 
cretion to authorize them to increase their 
capital stock. 

(b) To review and alter at its discretion 
the rate of interest to be charged by Federal 
land banks for loans made by them under the 
provisions of this Act, said rates to be uniform 
so far as practicable. 

(c) To grant or refuse to Federal land 
banks, or joint-stock land banks, authority to 
make any specific issue of farm-loan bonds. 

(d) To make rules and regulations respect- 
ing the charges made to borrowers on loans 
under this Act for expenses in appraisal, de- 
termination of title, and recording. 

(ec) To require reports and statements of 
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condition and to make examinations of all 
banks or associations doing business under 
the provisions of this Act. 

(f) To prescribe the form and terms of 
farm-loan bonds, and the form, terms, and 
penal sums of all surety bonds required under 
this Act and of such other surety bonds as 
they shall deem necessary, such surety bonds 
to cover financial loss as well as faithful per- 
formance of duty. 

(g) To require Federal land banks to pay 
forthwith to any Federal land bank their 
equitable proportion of any sums advanced 
by said land bank to pay the coupons of any 
other land bank, basing said required pay- 
ments on the amount of farm-loan bonds 
issued by each land bank and actually out- 
standing at the time of such requirement. 

(h) To suspend or to remove for cause any 
district director or any registrar, appraiser, 
examiner, or other official appointed by said 
board under authority of section three of 
this Act, the cause of such suspension or re- 
moval to be communicated forthwith in 
writing by the Federal Farm Loan Board to 
the person suspended or removed, and in 
case of a district director to the proper 
Federal land bank. 

(i) To exercise general supervisory author- 
ity over the Federal land banks, the national 
farm-loan associations, and the joint-stock 
ee banks herein provided for. 
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(j) To exercise such incidental powers as 
shall be necessary or requisite to fulfill its 
duties and carry out the purposes of this Act. 


APPLICATIONS FOR FARM-LOAN BONDS 


Sec. 18. That any Federal land bank, or 
joint-stock bank, which shall have voted to 
issue farm-loan bonds under this Act, shall 
make written application to the Federal 
Farm Loan Board, through the farm-loan 
registrar of the district, for approval of such 
issue. With said application said land bank 
shall tender to said farm-loan registrar as 
collateral security first mortgages on farm 
lands qualified under the provisions of section 
twelve, section fifteen, or section sixteen of 
this Act, or United States Government bonds, 
not less in aggregate amount than the sum of 
the bonds proposed to be issued. Said bank 
shall furnish with such mortgages a schedule 
containing a description thereof and such 
further information as may be prescribed by 
the Federal Farm Loan Board. 

Upon receipt of such application said farm- 
loan registrar shall verify said schedule and 
shall transmit said application and said 
schedule to the Federal Farm Loan Board, 
giving such further information pertaining 
thereto as he may possess. The Federal Farm 
Loan Board shall forthwith cause to be made 
such investigation and appraisement of the 
securities tendered as it shall deem wise, and 
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it shall grant in whole or in part, or reject 
entirely, such application. 

The Federal Farm Loan Board shall 
promptly transmit its decision as to any issue 
of farm-loan bonds to the land bank applying 
for the same and to the farm-loan registrar 
of the district. Said registrar shall furnish, 
in writing, such information regarding any 
issue of farm-loan bonds as the Federal Farm 
Loan Board may at any time require. 

No issue of farm-loan bonds shall be author- 
ized unless the Federal Farm Loan Board 
shall approve such issue in writing. 


ISSUE OF FARM-LOAN BONDS 


Src. 19. That whenever any farm - loan 
registrar shall receive from the Federal Farm 
Loan Board notice that it has approved any 
issue of farm-loan bonds under the provisions 
of section eighteen he shall forthwith take 
such steps as may be necessary, in accordance 
with the provisions of this Act, to insure the 
prompt execution of said bonds and the de- 
livery of the same to the land bank applying 
therefor. 

Whenever the Federal Farm Loan Board 
shall reject entirely any application for an 
issue of farm-loan bonds, the first mortgages 
and bonds tendered to the farm-loan registrar 
as collateral security therefor shall be forth- 
with returned to said land bank by him. 

Whenever the Federal Farm Loan Board 
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Registrar to retain 
custody of collateral 
pledged as security for 
issue of bonds and re- 
turn any other collat- 
eral tendered. 


Mortgages and bonds 
assigned to registrar In 
trust, providing right of 
redemption and sub- 
stitution, 


Collateral deposited 
as Farm Loan Board 
may approve’ under 
control of registrar as 
trustee. 


No mortgage ac- 
cepted as security ex- 
cept qualified first 
mortgages. 


shall approve an issue of farm-loan bonds, 
the farm-loan registrar having the custody of 
the first mortgages and bonds tendered as 
collateral security for such issue of bonds 
shall retain in his custody those first mort- 
gages and bonds which are to be held as 
collateral security, and shall return to the 
bank owning the same any of said mort- 
gages and bonds which are not to be held by 
him as collateral security. The land bank 
which is to issue said farm-loan bonds shall 
transfer to said registrar, by assignment, in 
trust, all first mortgages and bonds which are 
to be held by said registrar as collateral 
security, said assignment providing for the 
right of redemption at any time by payment 
as provided in this Act and reserving the. 
right of substitution of other mortgages quali- 
fied under sections twelve, fifteen, and sixteen 
of this Act. Said mortgages and bonds shall 
be deposited in such deposit vault or bank 
as the Federal Farm Loan Board shall ap- 
prove, subject to the control of said reg- 
istrar and in his name as trustee for the 
bank issuing the farm-loan bonds and for 
the prospective holders of said farm-loan 
bonds. 

No mortgage shall be accepted by a farm- 
loan registrar from a land bank as part of an 
offering to secure an issue of farm-loan bonds, 
either originally or by substitution, except 
first mortgages made subject to the conditions 
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prescribed in said sections twelve, fifteen, and 
sixteen. 

It shall be the duty of each farm-loan regis- 
trar to see that the farm-loan bonds delivered 
by him and outstanding do not exceed the 
amount of collateral security pledged there- 
for. Such registrar may, in his discretion, 
temporarily accept, in place of mortgages 
withdrawn, United States Government bonds 
or cash. 

The Federal Farm Loan Board may, at 
any time, call upon any land bank for 
additional security to protect the bonds 
issued by it. 


FORM OF FARM-LOAN BONDS 


Sec. 20. That bonds provided for in this 
Act shall be issued in denominations of $40, 
$100, $500, $1,000, and such larger denomi- 
nations as the Federal Farm Loan Board may 
authorize; they shall run for specified mini- 
mum and maximum periods, subject to pay- 
ment and retirement, at the option of the 
land bank, at any time after five years from 
the date of their issue. They shall have 
interest coupons attached, payable semi- 
annually, and shall be issued in series of not 
less than $50,000, the amount and terms to 
be fixed by the Federal Farm Loan Board. 
They shall bear a rate of interest not to ex- 
ceed 5 per centum per annum. 

The Federal Farm Loan Board shall pre- 
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scribe rules and regulations concerning the 
circumstances and manner in which farm-loan 
bonds shall be paid and retired under the 
provisions of this Act. 

Farm-loan bonds shall be delivered through 
the registrar of the district to the bank ap- 
plying for the same. 

In order to furnish farm-loan bonds for 
delivery at the Federal land banks and joint- 
stock land banks, the Secretary of the 
Treasury is hereby authorized to prepare 
suitable bonds in such form, subject to the 
provisions of this Act, as the Federal Farm 
Loan Board may approve, such bonds when 
prepared to be held in the Treasury subject 
to delivery upon order of the Federal Farm 
Loan Board. The engraved plates, dies, bed- 
pieces, and so forth, executed in connection 
therewith shall remain in the custody of the 
Secretary of the Treasury. Any expenses in- 
curred in the preparation, custody, and de- 
livery of such farm-loan bonds shall be paid 
by the Secretary of the Treasury from any 
funds in the Treasury not otherwise appro- 
priated: Provided, however, That the Secre- 
tary shall be reimbursed for such expenditures 
by the Federal Farm Loan Board through 
assessment upon the farm-land banks in pro- 
portion to the work executed. They may be 
exchanged into registered bonds of any 
amount, and re-exchanged into coupon bonds, 
at the option of the holder, under rules and 
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regulations to be prescribed by the Federal 
Farm Loan Board. 


SPECIAL PROVISIONS OF FARM-LOAN BONDS 


SEC. 21. That each land bank shall be 
bound in all respects by the acts of its officers 
in signing and issuing farm-loan bonds, and 
by the acts of the Federal Farm Loan Board 
in authorizing their issue. 

Every Federal land bank issuing farm-loan 
bonds shall be primarily liable therefor, and 
shall also be liable, upon presentation of farm- 
loan bond coupons, for interest payments due 
upon any farm-loan bonds issued by other 
Federal land banks and remaining unpaid in 
consequence of the default of such other land 
banks; and every such bank shall likewise be 
liable for such portion of the principal of farm- 
loan bonds so issued as shall not be paid 
after the assets of any such other land banks 
shall have been liquidated and distributed: 
Provided, That such losses, if any, either of 
interest or of principal, shall be assessed by 
the Federal Farm Loan Board against sol- 
vent land banks liable therefor in proportion 
to the amount of farm-loan bonds which each 
may have outstanding at the time of such 
assessment. 

Every Federal land bank shall by appro- 
priate action of its board of directors, duly 
recorded in its minutes, obligate itself to 
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Each farm-loan bond 
must be signed by the 
president or vice presi- 
dent and secretary or 
assistant secretary of 
issuing Federal land 
bank; must contain 
certificate from Farm 
Loan Commissioner 
specifying certain pro- 
visions. 


Registrar notified of 
collections made on 
pledged mortgages. 


become liable on farm-loan bonds as provided 
in this section. 

Every farm-loan bond issued by a Federal 
land bank shall be signed by its president or 
vice president and attested by its secretary 
or assistant secretary. For the purpose of 
signing such bonds the board of directors of 
any Federal land bank is authorized to select 
a vice president who need not be a member 
of the board of directors; such bonds shall 
also contain in the face thereof a certificate 
signed by the Farm Loan Commissioner to 
the effect that it is issued under the authority 
of the Federal Farm Loan Act, has the ap- 
proval in form and issue of the Federal Farm 
Loan Board, and is legal and regular in all 
respects; that it is not taxable by National, 
State, municipal, or local authority; that it 
is issued against collateral security of United 
States Government bonds, or indorsed first 
mortgages on farm lands, at least equal in 
amount to the bonds issued; and that all 
Federal land banks are liable for the payment 
of each bond. 


APPLICATION OF AMORTIZATION AND INTEREST 
PAYMENTS 


Sec. 22. That whenever any Federal land 
bank, or joint-stock land bank, shall receive 
any interest, amortization, or other payments 
upon any first mortgage or bond pledged as 
collateral security for the issue of farm-loan 
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bonds, it shall forthwith notify the farm- 
loan registrar of the items so received. Said 
registrar shall forthwith cause such payment 
to be duly credited upon the mortgage en- 
titled to such credit. Whenever any such 
mortgage is paid in full, said registrar shall 
cause the same to be canceled and delivered 
to the proper land bank, which shall promptly 
satisfy and discharge the lien of record and 
transmit such canceled mortgage to the orig- 
inal maker thereof, or his heirs, administra- 
tors, executors, or assigns. 

Upon written application by any Federal 
land bank, or joint-stock land bank, to the 
farm-loan registrar, it may be permitted, in 
the discretion of said registrar, to withdraw 
any mortgages or bonds pledged as collateral 
security under this Act, and to substitute 
therefor other similar mortgages or United 
States Government bonds not less in amount 
than the mortgages or bonds desired to be 
withdrawn. 

Whenever any farm-loan bonds, or cou- 
pons or interest payments of such bonds, are 
due under their terms, they shall be payable 
at the land bank by which they were issued, 
in gold or lawful money, and upon payment 
shall be duly canceled by said bank. At the 
discretion of the Federal Farm Loan Board, 
payment of any farm-loan bond or coupon or 
interest payment may, however, be author- 
ized to be made at any Federal land bank, any 
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joint-stock land bank, or any other bank, 
under rules and regulations to be prescribed 
by the Federal Farm Loan Board. 

When any land bank shall surrender to the 
proper farm-loan registrar any farm-loan 
bonds of any series, canceled or uncanceled, 
said land bank shall be entitled to withdraw 
first mortgages and bonds pledged as col- 
lateral security for any of said series of farm- 
loan bonds to an amount equal to the farm- 
loan bonds so surrendered, and it shall be 
the duty of said registrar to permit and direct 
the delivery of such mortgages and bonds to 
such land bank. 

Interest payments on hypothecated first 
mortgages shall be at the disposal of the land 
bank pledging the same, and shall be avail- 
able for the payment of coupons and the 
interest of farm-loan bonds as they become 
due. 

Whenever any bond matures, or the inter- 
est on any registered bond is due, or the 
coupon or any coupon bond matures, and the 
same shall be presented for payment as pro- 
vided in this Act, the full face value thereof 
shall be paid to the holder. 

Amortization and other payments on the 
principal of first mortgages held by a farm- 
loan registrar as collateral security for the 
issue of farm-loan bonds shall constitute a 
trust fund in the hands of the Federal land 
bank or joint-stock land bank receiving the 
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same, and shall be applied or employed as 
follows: 

In the case of a Federal land bank— 

(a) To pay off farm-loan bonds issued by 
said bank as they mature. 

(b) To purchase at or below par farm-loan 
bonds issued by said bank or by any other 
Federal land bank. 

(c) To loan on first mortgages on farm 
lands within the land-bank district, qualified 
under this Act as collateral security for an 
issue of farm-loan bonds. 

(d) To purchase United States Govern- 
ment bonds. 

In the case of a joint-stock land bank— 

(a) To pay off farm-loan bonds issued by 
said bank as they mature. 

(b) To purchase at or below par farm-loan 
bonds. 

(c) To loan on first mortgages qualified 
under section sixteen of this Act. 

(d) To purchase United States Govern- 
ment bonds. 

The farm-loan bonds, first mortgages, 
United States Government bonds, or cash 
constituting the trust fund aforesaid, shall be 
forthwith deposited with the farm-loan regis- 
trar as substituted collateral security in place 
of the sums paid on the principal of indorsed 
mortgages held by him in trust. 

Every Federal land bank, or joint-stock 
land bank, shall notify the farm-loan regis- 
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trar of the disposition of all payments made 
on the principal of mortgages held as col- 
lateral security for an issue of farm-loan 
bonds, and said registrar is authorized, at his 
discretion, to order any of such payments, or 
the proceeds thereof, wherever deposited or 
however invested, to be immediately trans- 
ferred to his account as trustee aforesaid. 


RESERVES AND DIVIDENDS OF LAND BANKS 


Sec. 23. That every Federal land bank, 
and every joint-stock land bank, shall semi- 
annually carry to reserve account twenty- 
five per centum of its net earnings until said 
reserve account shall show a credit balance 
equal to twenty per centum of the outstanding 
capital stock of said land bank. Whenever 
said reserve shall have been impaired, said 
balance of twenty per centum shall be fully 
restored before any dividends are paid. After 
said reserve has reached the sum of twenty 
per centum of the outstanding capital stock, 
five per centum of the net earnings shall be 
annually added thereto. For the period of 
two years from the date when any default 
occurs in the payment of the interest, amorti- 
zation installments, or principal on any first 
mortgage, by both mortgagor and indorser, 
the amount so defaulted shall be carried to a 
suspense account, and at the end of the two- 
year period specified, unless collected, shall 
be debited to reserve account. 
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After deducting the twenty-five per centum 
or the five per centum hereinbefore directed 
to be deducted for credit to reserve account, 
any Federal land bank or joint-stock land 
bank may declare a dividend to shareholders 
of the whole or any part of the balance of its 
net earnings. The reserves of land banks 
shall be invested in accordance with rules and 
regulations to be prescribed by the Federal 
Farm Loan Board. 


RESERVE AND DIVIDENDS OF NATIONAL FARM 
LOAN ASSOCIATIONS 


Sec. 24. That every national farm-loan 
association shall, out of its net earnings, 
semi-annually carry to reserve account a 
sum not less than ten per centum of such 
net earnings until said reserve account shall 
show a credit balance equal to twenty per 
centum of the outstanding capital stock of 
said association. 

Whenever said reserve shall have been im- 
paired, said credit balance of twenty per 
centum shall be fully restored before any 
dividends are paid. After said reserve has 
reached said sum of twenty per centum, two 
per centum of the net earnings shall be annu- 
ally added thereto. 

After deducting the ten per centum or the 
two per centum hereinbefore directed to be 
credited to reserve account, said association 
may, at its discretion, declare a dividend to 
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shareholders of the whole or any part of the 
balance of said net earnings. 

The reserves of farm-loan associations 
shall be invested in accordance with rules and 
regulations to be prescribed by the Federal 
Farm Loan Board. 

Whenever any farm-loan association shall 
be voluntarily liquidated a sum equal to its 
reserve account as herein required shall be 
paid to and become the property of the Fed- 
eral land bank in which such loan association 
may be a shareholder. 


DEFAULTED LOANS 


Src. 25. That if there shall be default under 
the terms of any indorsed first mortgage held 
by a Federal land bank under the provisions 
of this Act, the national farm-loan association 
or agent through which said mortgage was 
received by said Federal land bank shall be 
notified of said default. Said association or 
agent may thereupon be required, within 
thirty days after such notice, to make good 
said default, either by payment of the amount 
unpaid thereon in cash, or by the substitution 
of an equal amount of farm-loan bonds issued 
by said land bank, with all unmatured cou- 
pons attached. 


EXEMPTION FROM TAXATION 


Sec. 26. That every Federal land bank 
and every national farm-loan association, in- 
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cluding the capital and reserve or surplus 
therein and the income derived therefrom, 
shall be exempt from Federal, State, munic- 
ipal, and local taxation, except taxes upon 
real estate held, purchased, or taken by said 
bank or association under the provisions of 
section eleven and section thirteen of this 
Act. First mortgages executed to Federal 
land banks, or to joint-stock land banks, 
and farm-loan bonds issued under the pro- 
visions of this Act, shall be deemed and held 
to be instrumentalities of the Government 
of the United States, and as such they and 
the income derived therefrom shall be exempt 
from Federal, State, municipal, and local 
taxation. 

Nothing herein shall prevent the shares in 
any joint-stock land bank from being in- 
cluded in the valuation of the personal prop- 
erty of the owner or holder of such shares, 
in assessing taxes imposed by authority of 
the State within which the bank is located; 
but such assessment and taxation shall be 
in manner and subject to the conditions and 
limitations contained in section fifty-two 
hundred and nineteen of the Revised Stat- 
utes with reference to the shares of national 
banking associations. 

Nothing herein shall be construed to ex- 
empt the real property of Federal and joint- 
stock land banks and national farm-loan 
associations from either State, county, or 
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municipal taxes, to the same extent, accord- 
ing to its value, as other real property is 
taxed. 


INVESTMENT IN FARM-LOAN BONDS 


Src. 27. That farm-loan bonds issued under 
the provisions of this Act by Federal land 
banks or joint-stock land banks shall be a 
lawful investment for all fiduciary and trust 
funds, and may be accepted as security for 
all public deposits. 

Any member bank of the Federal Reserve 
System may buy and sell farm-loan bonds 
issued under the authority of this Act. 

Any Federal reserve bank may buy and 
sell farm-loan bonds issued under this Act to 
the same extent and subject to the same 
limitations placed upon the purchase and sale 
by said banks of State, county, district, and 


municipal bonds under subsection (b) of sec- 


tion fourteen of the Federal reserve Act ap- 


proved December twenty-third, nineteen 


hundred and thirteen. 


EXAMINATIONS 


Src. 28. That the Federal Farm Loan 
Board shall appoint as many land-bank ex- 
aminers as in its judgment may be required 
to make careful examinations of the banks 
and associations permitted to do business 
under this Act. 

Said examiners shall be subject to the same 
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requirements, responsibilities and penalties 
as are applicable to national bank examiners 
under the national bank Act, the Federal 
Reserve Act and other provisions of law. 
Whenever directed by the Federal Farm Loan 
Board, said examiners shall examine the con- 
dition of any national farm-loan association 
and report the same to the Farm Loan Com- 
missioner. They shall examine and report 
the condition of every Federal land bank 
and joint-stock land bank at least twice each 
year. 

Said examiners shall receive salaries to be 
fixed by the Federal Farm Loan Board. 


DISSOLUTION AND APPOINTMENT OF RECEIVERS 


SEC. 29. That upon receiving satisfactory 
evidence that any national farm-loan asso- 
ciation has failed to meet its outstanding 
obligations of any description the Federal 
Farm Loan Board may forthwith declare 
such association insolvent and appoint a re- 
ceiver and require of him such bond and 
security as it deems proper: Provided, That 
no national farm-loan association shall be 
declared insolvent by said board until the 
total amount of defaults of current interest 
and amortization installments on loans in- 
dorsed by national farm-loan associations 
shall amount to at least $150,000 in the Fed- 
eral land-bank district, unless such associa- 


tion shall have been in default for a period 
12 
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_ Land bank exam- 
iners subject to same 
Tequirements as na- 
tional bank examiners. 


Examiners subject to 
control of Farm Loan 
Board. 


Reports made to the 
Farm Loan Commis- 
sioner semiannually or 
oftener, 


Examiners’ salaries 
fixed by Farm Loan 
Board. 


Farm Loan Board 
may appoint receiver 
for any defaulting asso- 
ciation. 


Provided minimum 
amount defaulted in 
any district is $150,000, 
but default of no asso- 
ciation can extend be- 
yond two years. 
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Receiver takes pos- 
session of and collects 
all assets of defaulted 
association. 


May sell or com- 
pound bad or doubtful 
debts and sell all prop- 
erty under direction of 
court or Farm Loan 
Board. 


Collections from as- 
sets of defaulted asso- 
ciations deposited with 
United States Treas- 
urer; receiver reports 
proceedings to Farm 
Loan Board. 


Land banks similarly 
placed in hands of re- 
ceiver upon default. 


In case of insolvency 
and receivership stock 
held by association in 
land bank canceled 
and proceeds used to 

ay indebtedness to 

ederal land bank. 
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of two years. Such receiver, under the direc- 
tion of the Federal Farm Loan Board, shall 
take possession of the books, records, and 
assets of every description of such associa- 
tion, collect all debts, dues, and claims be- 
longing to it, and, with the approval of the 
Federal Farm Loan Board, or upon the order 
of a court of record of competent jurisdiction, 
may sell or compound all bad or doubtful 
debts, and, on a like approval or order, 
may sell all the real and personal property 
of such association, on such terms as the 
Federal Farm Loan Board or said court shall 
direct. 

Such receiver shall pay over all money so 
collected to the Treasurer of the United 
States, subject to the order of the Federal 
Farm Loan Board, and also make report to 
said board of all his acts and proceedings. 
The Secretary of the Treasury shall have 
authority to deposit at interest any money 
so received. 

Upon default of any obligation, Federal 
land banks and joint-stock banks may be de- 
clared insolvent and placed in the hands of a 
receiver by the Federal Farm Loan Board, 
and proceedings shall thereupon be had in 
accordance with the provisions of this section 
regarding national farm-loan associations. 

If any national farm-loan association shall 
be declared insolvent and a receiver shall be 
appointed therefor by the Federal Farm Loan 
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Board, the stock held by it in the Federal 
land bank of its district shall be canceled 
without impairment of its liability and all 
payments on such stock, with accrued divi- 
dends, if any, since the date of the last divi- 
dend shall be first applied to all debts of the 
insolvent farm-loan association to the Fed- 
eral land bank, and the balance, if any, shall 
be paid to the receiver of said farm-loan as- 
sociation: Provided, That in estimating said 
debts contingent liabilities incurred by na- 
tional farm-loan associations under the pro- 
visions of this Act on account of default of 
principal or interest of indorsed mortgages 
shall be estimated and included as a debt, 
and said contingent liabilities shall be deter- 
mined by agreement between the receiver 
and the Federal land bank of the district, 
subject to the approval of the Federal Farm 
Loan Board, and if said receiver and said 
land bank cannot agree, then by the decision 
of the Farm Loan Commissioner, and the 
amount thus ascertained shall be deducted 
in accordance with the provisions of this sec- 
tion from the amount otherwise due said 
national farm-loan association for said can- 
celed stock. Whenever the capital stock of 
a Federal land bank shall be reduced, the 
board of directors shall cause to be executed 
a certificate to the Federal Farm Loan Board, 
showing such reduction of capital stock, and, 
if said reduction shall be due to the insol- 
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Contingent liability 
as endorser on defaulted 
mortgages estimated as 
a debt, amount deter- 
mined by agreement 
and deducted from pro- 
ceeds of canceled stock. 


Reduction of stock 
by Federal land bank 
reported, and specifi- 
cally amount paid 
therefor to receiver of 
an insolvent associa- 
tion. 
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Farm Loan Board 
must give written con- 
sent for voluntary liqui- 
dation. 


Loan associations 
may consolidate under 
authority of Farm Loan 
Board. 


Laws of several 
States examined into by 
commissioner and Farm 
Loan Board advised if 
such laws give adequate 
protection to holders of 
first mortgages on lands 
within each State. 


Board may declare 
mortgages ineligible as 
security for farm-loan 
bonds pending such ex- 
amination; if satisfied 
laws of any State give 
inadequate security, 
may make mortgages 
therein ineligible dur- 
ing continuance of ob- 
jectionable laws. 


THE FEDERAL FARM-LOAN 


vency of a national farm-loan association, 
the amount repaid to such association. 

No national farm-loan association, Federal 
land bank or joint-stock bank shall go into 
voluntary liquidation without the written 
consent of the Federal Farm Loan Board, 
but national farm-loan associations may con- 
solidate under rules and regulations promul- 
gated by the Federal Farm Loan Board. 


STATE LEGISLATION 
Src. 30. That it shall be the duty of the 


Farm Loan Commissioner to make examina- 
tion of the laws of every State of the United 
States and to inform the Federal Farm Loan 
Board as rapidly as may be whether in his 
judgment the laws of each State relating to 
the conveying and recording of land titles, 
and the foreclosure of mortgages or other in- 
struments securing loans, as well as pro- 
viding homestead and other exemptions and 
granting the power to waive such exemptions 
as respects first mortgages, are such as to 
assure the holder thereof adequate safeguards 
against loss in the event of default on loans 
secured by any such mortgages. 

Pending the making of such examination 
in the case of any State, the Federal Farm 
Loan Board may declare first mortgages on 
farm lands situated within such State in- 
eligible as the basis for an issue of farm-loan 
bonds; and if said examination shall show, 
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that the laws of any such State afford in- 
sufficient protection to the holder of first 
mortgages of the kinds provided in this Act, 
said Federal Farm Loan Board may declare 
said first mortgages on land situated in such 
state ineligible during the continuance of the 
laws in question. In making his examina- 
tion of the laws of the several States and 
forming his conclusions thereon said Farm 
Loan Commissioner may call upon the office 
of the Attorney General of the United States 
for any needed legal advice or assistance, or 
may employ special counsel in any State 
where he considers such action necessary. 

At the request of the Executive of any 
State the Federal Farm Loan Board shall 
prepare a statement setting forth in what 
respects the requirements of said board can- 
not be complied with under the existing laws 
of such State. 


PENALTIES 


Sec. 31. That any applicant for a loan 
under this Act who shall knowingly make 
any false statement in his application for 
such loan, and any member of a loan com- 
mittee or any appraiser provided for in this 
Act who shall willfully overvalue any land 
offered as security for loans under this Act, 
shall be punished by a fine of not exceeding 
$5,000, or by imprisonment not exceeding 
one year, or both. Any examiner appointed 
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Commissioner may 
ask advice from office 
of Attorney General or 
employ_special counsel 
in any State. 


Executive of any 
State may require 
Farm Loan Board to 
state wherein its re- 
quirements are at vari- 
ance with State laws. 


Applicant who know- 
ingly makes false state- 
ment or appraiser who 
willfully makes over- 
valuation shall be pun- 
ished. 


Examiner who ac- 
cepts a loan or gratuity 
from bank, or person 
connected therewith, 
shall be punished. 
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No examiner can per- 
form other service for 
compensation for bank, 
or person connected 
with it. 


Penalty prescribed 
for forgery and counter- 
feiting. 


For uttering false or 
forged instrument. 
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under this Act who shall accept a loan or 
gratuity from any land bank or national 
farm-loan association examined by him, or 
from any person connected with any such 
bank or association in any capacity, shall be 
punished by a fine of not exceeding $5,000, 
or by imprisonment not exceeding one year, 
or both, and may be fined a further sum 
equal to the money so loaned or gratuity 
given, and shall forever thereafter be dis- 
qualified from holding office as an examiner 
under the provisions of this Act. No exam- 
iner, while holding such office, shall perform 
any other service for compensation for any 
bank or banking or loan association, or for 
any person connected therewith in any 
capacity. 

Any person who shall falsely make, forge, 
or counterfeit, or cause or procure to be 
falsely made, forged, or counterfeited, or 
willingly aid or assist in falsely making, forg- 
ing, or counterfeiting any bond, coupon, or 
paper in imitation of, or purporting to be 
in imitation of, the bonds or coupons issued 
by any land bank or national farm-loan as- 
sociation, now or hereafter authorized and 
acting under the laws of the United States; 
or any person who shall pass, utter, or pub- 
lish, or attempt to pass, utter, or publish 
any false, forged, or counterfeited bond, cou- 
pon, or paper purporting to be issued by any 
such bank or association, knowing the same 
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to be falsely made, forged, or counterfeited ; 
or whoever shall falsely alter, or cause or 
procure to be falsely altered, or shall willingly 
aid or assist in falsely altering any such bond, 
coupon, or paper, or shall pass, utter, or 
publish as true any falsely altered or spurious 
bond, coupon, or paper issued, or purporting 
to have been issued, by any such bank or 
association, knowing the same to be falsely 
altered or spurious, shall be punished by a 
fine of not exceeding $5,000 or by imprison- 
ment not exceeding five years, or both. 
Other than the usual salary or director’s 
fee paid to any officer, director, or employee 
of a national farm-loan association, a Federal 
land bank, or a joint-stock land bank, and 
other than a reasonable fee paid by such as- 
sociation or bank to any officer, director, 
attorney, or employee for services rendered, 
no officer, director, attorney, or employee of 
an association or bank organized under this 
Act shall be a beneficiary of or receive, 
directly or indirectly, any fee, commission, 
gift, or other consideration for or in connec- 
tion with any transaction or business of such 
association or bank. No land bank or na- 
tional farm-loan association organized under 
this Act shall charge or receive any fee, com- 
mission, bonus, gift, or other consideration 
not herein specifically authorized. No exam- 
iner, public or private, shall disclose the 
names of borrowers to other than the proper 
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For altering same or 
willingly aiding therein. 


No compensation al- 
lowed received by any- 
one employed by land 
bank or association ex- 
cept usual salary or fee. 


No land bank or as- 
sociation may make 
charge except as herein 
specifically authorized. 


Names of borrowers 
not to be disclosed by 
examiners, 
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officers of a national farm-loan association 
or land bank without first having obtained 
express permission in writing from the Farm 
Loan Commissioner or from the board of 
directors of such association or bank, except 
when ordered to do so by a court of compe- 
tent jurisdiction or by direction of the Con- 
gress of the United States, or of either House 
thereof, or any committee of Congress or of 
either House duly authorized. Any person 
violating any provision of this paragraph 
shall be punished by a fine of not exceeding 
$5,000 or by imprisonment not exceeding 
one year, or both. 

Punishment pre- Any person connected in any capacity with 


scribed for embezzle- 


ment, false entry, and any national farm-loan association, Federal 
land bank, or joint-stock land bank, who 
embezzles, abstracts, or willfully misapplies 
any moneys, funds, or credits thereof, or 
who without authority from the directors 
draws any order, assigns any note, bond, 
draft, mortgage, judgment, or decree thereof, 
or who makes any false entry in any book, 
report, or statement of such association or 
land bank with intent in either case to de- 
fraud such institution or any other company, 
body politic or corporate, or any individual 
person, or to deceive any officer of a national 
farm-loan association or land bank or any 
agent appointed to examine into the affairs 
of any such association or bank, and every 
person who with like intent aids or abets 


Penalty prescribed. 
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any officer, clerk, or agent in any violation 
of this section, shall be punished by a fine 
of not exceeding $5,000 or by imprisonment 
not exceeding five years, or both. 

Any person who shall deceive, defraud, or 
impose upon, or who shall attempt to deceive, 
defraud, or impose upon, any person, firm, or 
corporation by making any false pretense or 
representation regarding the character, issue, 
security, or terms of any farm-loan bond, or 
coupon, issued under the terms of this Act; 
or by falsely pretending or representing that 
any farm-loan bond, or coupon, issued under 
the terms of this Act by one class of land 
banks is a farm-loan bond, or coupon, issued 
by another class of banks; or by falsely pre- 
tending or representing that any farm-loan 
bond, or coupon, issued under the terms of 
this Act, or anything contained in said farm- 
loan bond, or coupon, is anything other than, 
or different from, what it purports to be on 
the face of said bond or coupon, shall be fined 
not exceeding $500 or imprisoned not exceed- 
ing one year, or both. 

The Secretary of the Treasury is hereby 
authorized to direct and use the Secret Serv- 
ice Division of the Treasury Department to 
detect, arrest, and deliver into custody of the 
United States marshal having jurisdiction, 
any person or persons violating any of the 
provisions of this section. 
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Punishment pre- 
scribed for false repre- 
sentation concerning 
different classes or is- 
sues of bonds, 


Secret service avail- 
able for detection of 
violation of law. 
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Temporary deposits 
of public money in 
Federal land banks au- 
thorized. 


Certificate issued 
bearing interest. 


_ Satisfactory security 
given. 


Certificates paid at 
discretion of Secretary 
of Treasury. 


Aggregate deposits 
limited. 


Secretary of the 
Treasury authorized to 
purchase Federal farm- 
loan bonds; extended 
by Congress (Joint 
Resolution approved 
May 26, 1920) to June 
30, 1921, 
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GOVERNMENT DEPOSITS 


Sec. 32. That the Secretary of the Treasury 
is authorized, in his discretion, upon the re- 
quest of the Federal Farm Loan Board, to 
make deposits for the temporary use of any 
Federal land bank, out of any money in the 
Treasury not otherwise appropriated. Such 
Federal land bank shall issue to the Secretary 
of the Treasury a certificate of indebtedness 
for any such deposit, bearing a rate of interest 
not to exceed the current rate charged for 
other Government deposits, to be secured by 
farm-loan bonds or other collateral, to the 
satisfaction of the Secretary of the Treasury. 
Any such certificate shall be redeemed and 
paid by such land bank at the discretion of 
the Secretary of the Treasury. The aggregate 
of all sums so deposited by the Secretary of 
the Treasury shall not exceed the sum of 
$6,000,000 at any one time. 

The Secretary of the Treasury is further 
authorized, in his discretion, upon the request 
of the Federal Farm Loan Board, from time 
to time during the fiscal years ending June 
thirtieth, nineteen hundred and eighteen, and 
June thirtieth, nineteen hundred and nine- 
teen, respectively, to purchase at par and 
accrued interest with any funds in the Treas- 
ury not otherwise appropriated, from any 
Federal land bank, farm-loan bonds issued by 


such bank, 
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Such purchases shall not exceed the sum 
of $100,000,000 in either of such fiscal years. 
Any Federal land bank may at any time re- 
purchase at par and accrued interest for the 
purpose of redemption or resale any bonds so 
purchased from it and held in the Treasury. 

The bonds of any Federal land bank so 
purchased by the Secretary of the Treasury, 
and held in the Treasury under the provisions 
of this amendment one year after the termi- 
nation of the pending war, shall upon thirty 
days’ notice from the Secretary of the Treas- 
ury be redeemed or repurchased by such bank 
at par and accrued interest. 

The temporary organization of any Federal 
land bank as provided in section four of said 
Federal Farm Loan Act shall be continued so 
long as any farm-loan bonds purchased from 
it under the provisions of this amendment 
shall be held by the Treasury, and until the 
subscriptions to stock in such bank by 
national farm-loan associations shall equal 
the amount of stock held in such bank by the 
Government of the United States. 


ORGANIZATION EXPENSES 


Sec. 33. That the sum of $100,000, or so 
much thereof as may be necessary, is hereby 
appropriated, out of any money in the Treas- 
ury not otherwise appropriated, to be ex- 
pended under the direction of the Federal 
Farm Loan Board, for the purpose of carrying 
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Shall be repurchased 
upon 30 days’ notice 
from Sccretary, one 
year after termination 
of pending war, 


Temporary organiza- 
tion of Federal land 
banks continued. 


Organization ex- 
penses appropriated, 
disbursed under direc- 
tion of Farm Loan 
Board. 
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Whole act cannot be 
declared invalid by de- 
claring any part there- 
of invalid. 


Other inconsistent 
acts repealed; right re- 
served to amend, alter, 
or repeal, 


into effect the provisions of this Act, including 
the rent and equipment of necessary offices. 


LIMITATION OF COURT DECISIONS 


Sec. 34. That if any clause, sentence, 
paragraph, or part of this Act shall for any 
reason be adjudged by any court of compe- 
tent jurisdiction to be invalid, such judgment 
shall not affect, impair, or invalidate the re- 
mainder of this Act, but shall be confined in 
its operation to the clause, sentence, para- 
graph, or part thereof directly involved in the 
controversy in which such judgment shall 
have been rendered. 


REPEALING CLAUSE 


Sec. 35. That all Acts or parts of Acts 
inconsistent with this Act are hereby re- 
pealed, and this Act shall take effect upon its 
passage. The right to amend, alter, or repeal 
this Act is hereby expressly reserved. 

Approved July 17, 1916. 
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Dy MOrtQagors cece eschew eel cii: 


Peace 22 163 





12 je 34354 


SYSTEM IN OPERATION 





Buildings :— Continued 
insured to satisfaction of Federal Farm Loan 


WATS MayaDel used OL e ea cberern cre ee ee 
Bulletins: 
Federal Farm Loan Board, preparation and 
GisthibUbioneesc ccc mee mee ok cance tem ee 
By-laws: 
Federal land banks, supervised by Farm Loan 
IS OALG Seer aren Sica eee heeds vi tie 


Capital stock: 
Federal land banks, amount of subscription 
giving permanent organization.......... 
amount to be stated in organization cer- 
bitica Lemar eeisicicis Osco eae ne eo eee 
cannot be reduced to less than 5 per cent of 
Ouistandingsbondses..i1- atc mia: tea 
CErtincate OF SeUUICLION Serr tee cele see 
Federal Farm Loan Board may authorize 
TCE CASE) Se raerae ste Ole ictal nck AT OA ee 
heldpascollateral tor loanst acne oe 
increase of stock for issue of additional 
Shares required ssshe . va ete oes oe 
liabilities of associations deducted from 
their, canceledishares!) oo... secs seas: 
minimum amount and conditions of payment 
original stock retired when associations sub- 
BEDE PISO OOOk me ar ted Clete sus rien ete 
reserves to equal 20 per cent of........... 
shares of insolvent associations canceled... . 
subscription books opened by Farm Loan 
IBOAEC Ge kien ae cderiegcis arn ois ecersra State adores « 
subscription required for loan............. 
unsubscribed balance by United States sub- 
HEC ELUO CAL Mareen cr a) cushs io acetet cues erelaaeyeyeyocn ee 
WANLCIOL SIAPES Worse aie sites ple a cmon arene oaieue 
vote restricted to stock held by United 
States and farm-loan associations........ 
joint-stock land banks, amount necessary for 
Dusinessene etree ee cei ee r 
cannot be subscribed by Government of 
United Statesaanutecau unas aoe ec: 
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Capital stock :—Continued 

Federal Farm Loan Board may authorize 
{nicreaseya ce enwotie oe ee oe ee sera sare 

must be fully paid before issuance of bonds. . 
reserves to equal 20 per cent............- 
unpaid is subject to call by directors...... 
national farm-loan associations, applicant for 
loanumust SapseribGaes s-)-rm siteleretl-se 
Federal Farm Loan Board may authorize in- 


held as collateral security..-....0.-+--+++- 
PALL AMG VOM VAIS. slaw stele clole clelelelels!e'p ll: 
payment from loans..........++-+++++-++-:: 
PLOVISIONS LOL ya nant pela fee ocelot sialeiees ine 
reserves to equal 20 per cent of............ 
to increase as loans are made............-. 
Charter. See Corporate existence. 
Chronology: 
rural-credit movement, during Sixty-fourth 
(COM Er eSS etre otere stacitere icy nel are eed Bet eanete 
prior to Sixty-fourth Congress............. 
Circulars: 
Federal Farm Loan Board, preparation and 
digtribution’s.secs titties dete in one sen tosis 
Civil service: 
farm-ioan registrars exempted from provisions 
OP La Wis. coset lehe ue irs ae Siero iets 
Federal Farm Loan Board employees ex- 
empted from provisions of law........... 
land-bank appraisers exempted from provi- 
SIONS (OLA Wits eee oa ee her nre ohare 
land-bank examiners exempted from provi- 
Slonsollaw Qactam sors: eum legneaie’s 
Clerks: 
Federal Farm Loan Board, employment...... 
Federal Jand banks, employment............. 
Commissions: 
directors, attorneys, and employees of land 
banks or associations shall not receive, 
penalty for yiolationi aha en 
Federal land banks cannot receive commission 
or charge unless specifically authorized... 
joint-stock land banks can only demand com- 


mission or charge specifically authorized. . 
* See note page 185. 





Section 


OF CO COON 


ro WW 


31 


14 
16 


Page 
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Commissions :—Continued 
land banks or associations may not receive un- 
authorized commissions, penalty for vio- 
JAtLOn incias sera es Reser SER SR ae ek 
national farm-loan associations, based on un- 
Paidsprincipalvoiloansrce «eee cee ee 
deducted from dividends.................. 
paid agents, to be deducted from borrower's 
(AUR HDNRS) (ANA PUOLSOIS 5 50 5 sy netsh acre oe 
Conference Committee: 
Personnel Aen Mae eK «Seis. Hen ie ee 
Contracts: 
Federal land banks, power to make......... 
Co-operation: 
circulars to be issued explaining principles and 
TUCLHOGS eee een OME Oe Ree oes 
Corporate existence: 
Federal Farm Loan Board to charter land 
banks-and lassociaisonsi oe ees ees 
Federal land banks, granting of charter...... 
joint-stock land banks, granting of charter... 
national farm-loan associations, granting of 
ChAaRers 8% sivas attache mice a 
Counterfeiting: 
penalty for forging or counterfeiting bonds of 
land banks or associations............... 
Courts: 
accounts of farm-loan associations, receiver 
may settle under order of court of record. . 
borrowers’ names may be ordered disclosed by 
court of competent jurisdiction.......... 
limatba Hon OL Cecisionsaemr peneierctih esisne ce tcer: 
Customs: 
receipts, not to be deposited in land banks... . 


D 
Debts: 

national farm-loan associations, contingent 
abilities ineludedeen ee accents Gir eee 
settlement) by Teceiveticwcs a. < cues vee as 
stock canceled to pay land bank........... 

Definitions: 
fAriNelOAi DONS fc eacnees ove oreeteorene ne teen 


HUE MOLLEA Ge. eis seers series Gad crew ir eye 
*See note page 185. 


Section 


a1 
34 


29 


29 


189 


Page 


120 


116, 7 


154 
119, 154 
150, 154 


132,154 


176 


172 


177, 8 
182 


126 


173 
172 
173 


112 
IIl 


190 THE FEDERAL FARM-LOAN 








Section Page 
Depositaries. See Government depositaries. 
Directors: 

Federal land banks, length of term.......... 4 123 
must be residents of districts ..0........ -- 4 123 
nomination and election of local directors. . . 4 21,2 
prohibited from association with other bank- 

ing FELEStS Hos cic cre as tactexeusseieror 0 Aeon ate 4 123 
removal of district directors....0.- +e © 17 155 
selection and appointment of district direct- 

OLS Rein Ae re nea ee 4 121 
shall receive only usual salary and fees, 

penalty dor violationenr tatckis stride 31 7748 
traveling Expenses, GLC. jasc ts ists)2 = ale 2 4 123 
VACANCIES Provided {Oley auc reciente 4 123 

joint-stock land banks, number required... .. 16 150 
shall receive only usual salary and fees, 

penalty for violation... 1. solar sl 31 177,8 
unpaid capital stock subject to call by.... 16 15! 

national farm-loan associations, assessments 

onmmembersilevieds saa cera ote cae ees "4 130 
election and term of office. . : vf 128 
must be residents of district ‘and ‘share- 

holdersry FAAS ry Pe eo ee ae arse Fi 128 
not to approve loans unfavorably reported. . 10 138 
number not lessupMbanully canst seman te ee 76 130, I 
service without compensation unless ap- 

proved by Farm Loan Board.. a 7 128 
shall receive only usual Genel and fees, 

penalty for violation. . aifols Sia oreeiole iets 31 177,8 
Vote upon Membership we cere seers aera 9 m607 
voting limit of shareholders............... 8 133 

Dissolution: 

national farm-loan associations and land 

Spanks e's. ciceaye cree ee ee rte ee ree 29 7,2 

Dividends: 

land banks, declared after reserve require- 

MNENLS ALE ANC nc cmt cieyepie ene ea eee ee 23 167 
not paid while reserve is impaired........ 23 167 
PLOVISIONS TORMh.coeine aeee tite sloe eee 23 167 

national farm-loan associations, commissions 

charged, deducted by Federal land banks. . 9 136 
declared after reserve requirements are met. . 24 167,8 
not paid while reserve is impaired......... 24 167, 8 


Provisions forsiun.. acon seta eal reece 24 167, 8 
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Section Page 
Dividends :—Continued 
paid on farm-loan association stock held as 
SOCUTIGY cetera Ons ate ren tate cle SENN Sie 8 134 
paid on land-bank stock held as security...... 7, 133 
stock in Federal land banks held by United 
States Government not to receive........ 5 124, 5 
E 
Embezzlement: 
penalty in relation to land banks or national 
farm-loan associations... ol ssa 31 178 
Employees: 
Federal Farm Loan Board, exemption from 
CIVAl-SELVICGLLA Wan cos siren oe otras oc acre ae 3 115 
may be placed in classified service........ 3 115 
SRIATICSANG. TEES het c none oe reece oe. Q II5 
Federal land banks, appointment, etc., by 
GITECTOLS  crasea cto ol Tae ere ees 4 120 
appointment, etc., by temporary directors. . 4 118 
schedule of salaries to be reported......... 3 115, 6 
shall receive only usual salary and fees, 
Detlalty for violation +n aeeenee oe: 31 177,8 
joint-stock land banks, shall receive only usual 
saiary and fees, penalty for violation..... 31 a 77a 
national farm-loan associations, shall receive 
only usual salary and fees, penalty for 
WAOIALIOLber sence na rere see ein Ese en ere ace 31 177,8 
QUIPIMEO bs 7 vat neon oe crest ene Ae 3 irae oie te ces.) 
loans may be used for purchase of............ 12 141 
term to be defined by Federal Farm Loan Board 12 141 
Examinations: 116, 154, 
land banks and farm-loan associations........] 3,17, 28 170-1 
laws of States, by Farm Loan Commissioner. . . 30 174 
Commissioner may request aid of Attorney- 
Getioral ire nietocre carat oe nines slate o see hahaa 30 175 
PIOVISIONS LOM syasn ne sini ees ead eels es 28 170, I 


Examiners. See Land bank examiners. 


False entry: 
EMAIL Val OL gatoters creas ele renarsletrewe nraevefore eftel = site: aI 176 
False representation: 
penalty for false representation in relation to 
farm-loan bonds..... ES ce eae iia Release lkehare ahi 176, 7 


192 THE FEDERAL FARM-LOAN 





Farm lands: 
affidavit required from organizers of associa- 
tions as to: ownershipass. ace eaee ieee 
borrowers must engage in cultivation of land 
mortgaged a2 someon weit ntiee Sta aee etee 


reported Tame eats tee eer ee 
Federal Farm Loan Board, must prescribe 
Tulestiorappraisaliscsnawsste saataeieme errr 
mush requireappraisalse.. ss. etn ee 
land-bank appraisers to investigate and sien 
on land offered for security... : : 
loan committee to appraise and report on land 
oflered formsectiimt yi merase. foe eee te 
loans, may be used for buildings and improve- 
Menthol reves cee ce ee ee eee 
may be used for purchase of land......... 
may be used to liquidate indebtedness of 


banks aac s ete ese eer meee oe 
pledged as collateral security for bond issue. . 
required as security for loans.............. 
penalty for overvaluation by loan committee 
OF ADPlaisei 2m eee Nee ee ok eee 
purchasers may assume mortgages and stock 
INTEFEStS OnnVendOnue renee tee eee 
taxes, judgments, liens, and assessments 
AVAINSL, DOLTOWERLO Pay =u. oe meee 
paid by mortgagee shall become part of 
mOrtvare deter omcee ered ets tinea ee 
value of, basis for amount of loans.......... 
for agricultural purposes, basis of appraisal. . 
Farm Loan associations. See National farm- 
loan associations. 


Farm Loan Board. See Federal Farm Loan Board. 


Farm-loan bonds: 

amortization payments, may be used for pay- 
ATIENU Of: seta ds eee we ete nee OR eee ete 

may be used for purchase of............... 
applications for issue, provisions for......... 
assignment to farm-loan registrar as collateral 
security for Dond issuers sce asenecirteeen 
borrower may elect to receive proceeds of loan in 


Section 


16 


22 
22 
18 


19 
12 


Page 


140, 152 


165 
165 
157 


158 
144, 5 
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Section Page 
Farm-loan bonds :—Continued 
capital stock of Federal land banks cannot be 

reduced below 5 per cent of........... 4 133 
capital stock of joint-stock land banks must 

be paid before issuance of............... 16 I51 
certificate in face to state authority for issue, 

NOUTARAMLUT ME CLC Renemicone tae thom Gainer ie 21 162 
circulars to be issued stating advantages...... 3 116-7 
decisions of Farm Loan Board as to issue..... 18 156 
defaulted loans may be paid by.............. 25 168 
Geling HONVOLsCeTUIe a wey car eee te wier< octets ere 2 112 
CehONUNA LIONS aeerasehe rele sinas ree ret ee © ae 20 159 
exchange into registered bonds and re-ex- 

change into coupon bonds................ 20 160, I 
exempted from taxationkcans wesks ccc fone 21, 26 162 

expense of preparation, assessed on land 

ankSys nk. sclote eee oe eels wart ese 20 160 
paid by Secretary of the Treasury.......... 20 160 

farm-loan registrar, can receive only qualified 

first mortgages to secure issue........... 19 158-9 
must see that collateral security covers..... 19 159 
shall deliver to banks applying............ 20 160 
shall promptly execute and deliver upon 

notice of approval of issue............. 19 157 
Federal Farm Loan Board, can grant or refuse 153, 

AUGHOTity«LOMSSUGs.. ter ae ee eels 17,18 156-7 
may authorize payment at any bank....... 22 164, 5 
shall direct distinguishing marks of joint- 

Stoclaland-panika bonds a. ,n1-amuie = sce fee 16: 151, 2 
shall fix amount and terms of............. 20 159 
shall prescribe rules for payment and re- 

LIPEiVENG rerctae gees eusuere oie. wus ey edecege act eats 20 160 
shall reimburse Secretary of the Treasury 

for expense of preparing................ 20 160 
Federal land banks, may hypothecate mort- 

PAVESI AS SECUTILY LOD. suas sea va biemisec a 145 

may issue, buy, sell, and retire............. 13 145 
Federal reserve banks may buy and sell...... 27 170 
Federal reserve member banks may buy and 

SRT es SERN Seether: BEI ie erey tray Mette eee 27 170 

form, prescribed by Farm Loan Board........ 16,17,21 | 155,162 
DUO VISIOUS LOL amovas acide a tee ee ee risers eh 20 | 159, 160 
to be prepared by Secretary of the Treasury 20 160 


Government deposits secured by............. 27,32 | 170,180 
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Section Page 
Farm-loan bonds:—Continued 
held in Treasury subject to delivery upon 
order of Farm Loan Board.............. 20 160 
instrumentalities of Government of United 
Slates oii avis. cee ci sesede ste chant oer oreo 26 169 
interest, charges on loans limited to 1 per 
cent over rate on bonds..... Sead srademe 12,16 | 140,152 
interest on pledged mortgages available for 
payment: Of. sccqccseoe ste acon ete 22 164 
rate and time of payment fixed............ 20 159 
investigations as directed by Farm Loan 
Board made by appraisers.............. 10 138 
investinentiin 74.26 ee ee: ee eee 27 170 
Government funds prohibited from......... 6 137; 
issue, authorized by Farm Loan Board in 
WIItIN Gc. tee ee eee Teer 18 157 
banks apply through farm-loan registrar for 
AULHOrILY: ates weds ere ee 3, 18 156 
banks may be required to give additional 
SCCUIILY each Acer as cee eae rae eee 19 159 
information furnished to Farm Loan Board 
by: repistrar:e., aac ce eee 18 156 
limitation placed on land banks............ 14,16 | 147,151 
provisions for.®. c+. pmeae ere etn 19 | 157, 8,9 
rejected by Farm Loan Board, collateral 
security must be returned.............. 19 157 
when approved by Farm Loan Board, col- 
lateral security retained................. 19 157 
joint-stock land-bank bonds, may be issued 
against hypothecated mortgages......... 16 152-3 
must differ in form and color from Federal 
land-banlibonds wren ee cents tere 16 151-2 
shall state authority for issuance.......... 16 153 
land banks bound by acts’of officers in issuing. . 21 161 
Habilityiot land banke forsee essere 21 161 
matured, full face value to be paid........... 22 164 
payable at bank of issuance............... 22 163 
mortgages, ineligible as security during con- 
tinuance of insufficient protection under 
Htate laws sacs ce Gucice com aero Mee 30 174-5 
ineligible as security previous to examina- 
tion of Statesla woeene. cen tne eeen ee 30 174-5 


made before first issue of bonds, interest 
determined by issuing bank............. 12 141 
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Section Page 
Farm-loan bonds:—Continued 
tendered as collateral security for issue of... 18, 21 | 158,163 
national farm-loan associations may issue cer- 

tificates bearing interest convertible into. . II | 139, 140 

payment and retirement at option of land banks 20 159 
penalty for false representation as to......... 31 177,8 
penalty for forging or counterfeiting.......... 31 176 
plates, dies, etc., to be retained by the Secre- 

tary of thes reasury secrete cee asie cir e- 20 160 

Erect PrOVIGHS Obie shcack casa needy scenes 21 161,2 
terms prescribed by Farm Loan Board........ 17 155 
trust funds may be invested in.............. 27 170 
United States bonds or cash as temporary se- 

curity may be accepted on withdrawal of 

FUOLEPAPES von aie ose balers tielale erniace ote te iste ante 19 159 

withdrawal of collateral securities on surren- 

LEELOE Ere ee Sreee Meas Saeed eae: 22 164 

Farm Loan Bureau. See Federal Farm Loan 
Bureau. 
Farm Loan Commissioner: 
certificate signed by, to be contained in bonds. . 21 162 
decides as to contingent liabilities of insolvent 

ASSOCIATIONS. om slentc eae ere rotamer en 29 173 

directors of Federal land banks, notice of elec- 

tion to be given by Commissioner........ 4 C212 

examination of laws of States, duty of Com- 

AMISSIONEL sees. cis ees es aie ae ele riete 30 174 
may ask assistance of Attorney-General.... 30 175 
special counsel may be employed.......... 30 175 

land-bank examiners, may disclose names of 

borrowers with permission of............ 31 177,8 
Tepore semiianimually Own eeileseresiae etee 28 171 

organization certificate of Federal land banks 

travisimitled: COmss.aseeiettlarertacieiyorsts citer or: 4 119 

President of United States to designate...... 3 112 
stock of United States in Federal land banks 

VOLECIMD Yaris alejsasiota etoile) cl oleleicqelevapte ene: 5 125 

Farm loan registrars: 
application for bond issue, etc., transmitted by 18 156 
AO POUMMTIMEM Gepereral ste rstels ay oievsileie) oie suallels fells ete of 91 eke (e 3 114 
collateral security for bond issue, deposited 

subject to control of registrar as trustee. .. 19 158 
must be assigned by land banks to registrar. . 19 158 


only qualified first mortgages received...... 19 158 
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Farm loan registrars:—Continued 


required to be tendered to................ 
retained in his custody upon approval of 
HON iSSile: Si Heels hia nos ce a eres ees oreo lees 
returned to land banks upon rejection of 
bond issue ssc swiws.orisve cs Hee eka se 
United States bonds or cash temporarily 
accepted, -ia.canss sence: cue si euaae Mee 


control, as trustee, of payments collected on 
pledged mortgages. . ¢ oa). wie esis acheter 
decisions of Farm Loan Board as to bond issue 
Sransmutted| tore rucem crermoc eee 
duty to see that outstanding farm-loan bonds 
are covered by collateral security........ 
exemption from civil-service law............. 
farm-loan bonds, delivery to banks applying. . 
Federal land banks may hypothecate mort- 
gages with, as security for farm-loan bonds 
information regarding bond issues furnished to 
Farm Woan BoOard yj... nc. tcrrreusoiee ers 
investment of sums paid on mortgages to be 
deposited swith. ase eects neas vdeo see 
land banks to apply for authority to issue 
bondsthrough:. cessstrcrs etlersciec seers ese s 
notified of collections made on pledged mort- 
PARES As, Sic arrears anaes oer Tony am tern eae ee es 
payments credited and mortgages canceled by 
GualifichtlOnsse cosas ite oe eee eee os a ees 
registrars removed by Farm Loan Board..... 
salaries;and Expensese..snis sete s cles ec foe 


Farmers: 


bulletins of Farm Loan Board distributed to 
OTGAniZAtIOnS Ol. pale es Hawes ere ee 
Federal land banks, one district director re- 
quired to be practical farmer............ 


Federal Farm Loan Act: 


Admimistlation|...westaue ave ret hes oe Pew 
courts, limitation of decisions regarding Act... 
organization expenses under................. 
personnel of committees which considered bill. . 
repealing Clausen yeascs ceth. « wownes «One eye « 
ite As hie ssa sle tele as We tere Sen tanep eres Secreta as 


Federal Farm Loan Board: 


administration of Federal Farm Loan Act under 
*See note page 185, 
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Section 








Page 


112, 156 
157 

157 

158 
165-6 
157 

159 


115 
157, 160 


145 

157 

165 
114,156 
162-3 
163 

Il4 

155 
II4-5 
116-7 


123 
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Section 
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Federal Farm Loan Board:—Continued 






amortization tables to be published by board. . 116 
application for bond issue, etc., transmitted to 
DOsreace stores Suen een TIS 156 
appraisals, charges to borrowers regulated.... 146, 154 
forms for reports prescribed............... 138 
must be required by board................ 116 
Mes PRON IDE te Ste ek ee 138 
buildings must be insured to satisfaction of 
Ti at Tae fete: “cA eRe Me Sh 143 
bulletins to be prepared by board........... 116-7 
capital stock of land banks and associations, 
increase authorized by board............ 154 
charter land banks and associations.......... 154 
circulars to be prepared by board............ 116-7 
collateral security for bond issue deposited as , 
approved by, boards sees nee ort 158 
decisions as to bond issue transmitted to land 
banks and farm-loan registrar....... = 157 
directors of associations, service without com- 
pensation except when approved by board 128 
employees, authorized.............. Sno iiontee 115 
exemption from civil-service law........... II5 
may be placed in classified service by Presi- 
REAL Toosr ate coerce eee ee ee nS 
salaniesranidit Gesinn ts au cyan te 115 
“equipment’’ to be defined by) board ieee I4I 
Establishment ,eLens. emee aan nese aoe II2-I17 
examination of land banks made and reported 116,154, 
COLD OAT aero ea eee a Ee ae gal 7726 170-I 
examination of laws of States reported to board 174 
farm-loan bonds, additional security may be 
EEQuined ze ee oscar ne nee ee 159 
amountiand terms fixed .oac.cdederareaees oe 159 
application for issue made through farm- 
1OdUEKePIStLatsLO OnrG me.menrmie ieee ae 156 
authority to grant or refuse issue.......... 154, 156 
forms and terms prescribed................ 155 
Lormpapproyed py. poOarder, eases es cee oe 160, 162 
held in Treasury subject to delivery by order 
ODOT Je ewe aan cee oar ee ee Tee 160 
aSSUCTADDLOV.Gd on enemas erie eerie eee 145 
ISSUCTAULDOTIZEC IawIttiIne aac sen Asn stee 157 
payment at any bank may be authorized.... 163 
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Section Page 
Federal Farm Loan Board :—Continued 
rules for exchange into registered bonds, 
ete, prescribed a4..10 oa sroeeis stores tere 20 160-1 
rules for payment and retirement......... 20 159 
Secretary of the Treasury reimbursed by 
board sforspreparing ss. octet ties 20 160 
farm-loan registrars, appointment............ 3 114 
PEMO VALS ears Se haa gis ao, sheen auue yds westereeee 17 155 
shall furnish information regarding bond 
ISSUES soc w. cists a est state 01 ovetees si afeyererearenesstera ta 18 157 
shall retain collateral security upon ap- 
proval of bond issue by board.......... 19 157-8 
shall return collateral security upon rejec- 
tion of bond issue by board............ 19 157 
Federal land banks, agencies may be discon- 
TANT Fe oe cia wren srancuouas ahauetaceis) feriore ork teeta 15 150 
books of subscription to capital stock opened 
by board 2 rcekre woke carte orc iotere coment 5 125 
branches established with approval of board 4 118 
by-laws supervised by board.............. 4 120 
changes in organization certificate may be 
OTGELE ae eens aivicsenec alan cio rsvea ke ET 4 119 
compensation fixed by directors approved 
by board vsiscscmoxcets ae xs ies orate tenet 4 123-4 
compensation of employees approved by 
board oe tuewteconcneas crecke le ete ete eae 4 118 
compensation of temporary directors fixed 
byiboard rac. wernece cterecitars cui cineca cine cere 4 118 
conditions of payment for capital stock 
PL eSCMIDE Gar a ans wats tue iets tos ere 5 124 
district directors, designation of length of 
POLITY. aiessnc.chs, hotaneter smetepencraaretene Waa Crore ate 4 122 
district directors, removal..... caine erg cease 17 155 
districtsiesta blished sy. csr ete ecie ere eater 4 II7 
required by board to repay pro-rata sums 
advanced by one bank to pay coupons of 
ANOCHEL T Keraisiteushalvisyeis, aap se ohete me ete ome 17 155 
special approval required to hold real estate 
acquired in satisfaction of debts........ 13 146 
three district directors appointed by board. . 4 12 
to report reduction on stock, «sae es ee 29 173 
to submit schedule of employees’ salaries to 
boarder murs acts cube staat toie cote eR nae 3 115-6 
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Section Page 
Federal Farm Loan Board:—Continued 
Government deposits in Federal land banks 
ONEPECILES Uomiene cistder ase tTecee ek 32 180 
“improvement” to be defined by board..... 12 141 
information to accompany schedule of securi- 

ties tendered prescribed.................. 18 156 

insurance money used for Teptuildingy. jcs. 12 143-4 
interest charges of Federal land banks fixed by 

DOA Soest aa ne Orr Ree thot 17 154 

investment of farm-loan association reserves 

chirected bys board ss. cewe te ee ee ee 24 168 

investment of land-bank reserves directed by 

DONT ese Wee veah Oo eens i ee 23 167 

joint-stock land banks, charter issued by 

DONE oe en eee ae ate re ie Re oe 16 150 
distinguishing marks of bonds directed by 

Dare cae sy Oe ae PL es 16 151-2 
forms of bonds prescribed by board....... 16 151-2 

land-bank appraisers, appointment.......... 3 114 
TEMG Vel ce om arcs ponies AMR 17 155 
Salaries mixed by boanduammeniem seeker 3 II5 
to make investigations directed by board... 10 138 

land-bank examiners, appointment........... 3, 28 II4 
LET O VAL SINT ete een eT Hak ee 4 155 
Salaniesiixeduby HOATds eee are male 28 171 
land banks and associations under supervisory 

AUthOrtyioL DoaLGee smote nee ee 17 155 

liens on farm lands, approval required....... 2 Dli—2 

loans, form and conditions of agreement pre- 

SCEIDCC aereeante orci etenic ir eere tee weiereats 12 142-3 
forms for applicant prescribed............. 12 143 
to members of farm-loan associations, ap- 

proval-required namaste mates ei ee ee 9 135 

losses through default to be assessed against 

solvent land banks by board........... 21 161 

menlbers#oathiomoces. - aes ae ee 113 
prohibited from association with other 

bankingyinterests saariecetter eee 3 113 
qualifications, salaries, term of office, etc. .. 3 112-3 
salaries and expenses to be paid by United 

SCALES ie omene cian Rieter B 115 

mortgages, may be declared ineligible as secur- 

ity becausejof State lawsi....41.-> +. os 30 174,5 


rules for payment of principal made....... 12 140-1 
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Section Page 
Federal Farm Loan Board:—Continued 
national farm-loan associations, application 

for incorporation sent to board........... 7 131 
bond of secretary-treasurer approved...... 7 129 
charter sranted byaboardert eet erie at 7 131 
consolidation, under rules and regulations. . . 29 173 
increase in stock, quarterly reports to 

board 2), janie oeeee ea eaag heee eee oete Ae 8 134 
insolvent, approval of amount of contingent 

liabilities 22 c-ciea cists e Ble Nereis: eevee 29 173 
to make quarterly reports................ 7 129 

organization expenses under Federal Farm 

LoantActstrpervision.<). «oe sti. eso aoe 33 181,2 

organization fund made available for bulletins. 3 107, 
PO WELS paratore ote ole Miovdtereleponafaret et tenouet ah testey on netet 17 | 153-156 
quarterly statements made to board.......... z 116 
receiver for farm-loan associations, appoint- 

TENE AS crac wicucie lies ausmeln ers elter ate ment eee 2 171 
collections subject to order of board........ 29 172 
tO report) to. board smceecse se earaese eee 29 172 
to settle accounts under direction of board. . 29 172 

receiver for land banks, appointment........ 29 172 
report, annual, made to House of Representa- 

HIVES Tiere oe enc aes eos onsen etasero isto au ete a 3 116 

statement prepared at request of State execu- 

HVS oes Cece alt me ree Tau ORO ae 30 175 

surety bonds, form, terms, and penal sums 

prescribed oes avccarsee an oes eer 17 155 

temporary employment of persons for special 

WOT Wee tee tec Gate rk eee each eee: 3 114 

vacancies filled by President of United States. . 3 113-4 
voluntary liquidation of land banks and asso- 

GlationsCONSENL PIVEN wide sniee eee 29 174 

vote of stock of United States in Federal land 

Danks directed by boatdis.w<secne seme et 5 125 

Federal Farm Loan Bureau: 
established fi... 5:0 awit eis toe ei Sarna meaierels ce 3 II2 
Federal land banks: 
advance of funds to farm-loan associations 
permitted 2. Oars cee cece ree 7 130 
agents. See Agents of Federal land banks. 
amortization tables used by, to be published. . . 3 160 


application and report of loan committee re- 
ferred to land-bank appraisers........... 10 138 
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Section Page 
Federal land banks:—Continued 
application for authority to issue bonds made 
through farm-loan registrar............. 18 156 
appraisal report forms prescribed by Federal 
Baty ioaneaoardestn teeter ee 10 138 
appraiser to investigate solvency, etc., of or- 
ganizers of farm-loan associations. Sunte ot 7 131-2 
assessed for expense of preparing farm-loan 
DOS tco ea omy Gave pekata in ky oak: 20 160 
attorneys shall receive only usual salary and 
fees, penalty for violation..,..........., 31 177-8 
banking or other business not expressly au- 
thorized cannot be transacted........... 14 147 
borrower, may require advancement fot fees 
and Chargesenan pac ciemrden ee ke ea 13 147 
through agents must purchase stock......., 15 148 
bound by acts of officers in issuing bonds... .. 21 161 
branches established with approval of Federal 
HanniecanbOardenann eee die aa rer 4 118 
capital stock, amount of subscription giving 
permanent organization...... : 4 12 
books of subscription opened by Farm Loan 
IB GaLGnrter eee kia ee ee 5 125 
cannot be reduced to less than 5 per cent 
Broutstandimne bonds 77.6 .ce ore 7 133 
Cerciicate ofredtichionss.: seo eee 29 173-4 
Federal Farm Loan Board may authorize 
BINGEP ASE SIE sehr Ge Fs olciaxe ning VF ee Doce Kee d 17, 154 
held as collateral for loans................ 7 133 
increase for issue of shares permitted....... 4 119 
liabilities of associations deducted from their 
eanceledisharesmemn- esata de. deen ee 29 173 
minimum amount and conditions of payment 5 124 
one-fourth of shares of farm-loan associa- 
Hons sinc uickascelan, sea nia. seis 5 126 
organizers of farm-loan associations must 
SUDSCHIDE Mera ery BRE ne chin Soren icce a 7 132 
original stock retired when farm-loan asso- 
ciations subscribe $750,000.............. 5 125-6 
shares of insolvent farm-loan associations 
CAN CELET Tiree eres Celta oetec ci Resistors lok 29 172-3 
subscription required for loan...... : 7 131 


unsubscribed balance held by United States 
SUbjeCuRtOLCallaer mesh oc euGrn ait ae «asec: 5 125 
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Section Page 
Federal land banks:—Continued 
Valier OL SHALES aan oei nelrs orale diene eerie =i 5 124 
vote restricted to stock held by United 
States and associations sn sees yes veer 5 124-5 
chartered by Federal Farm Loan Board...... it 154 
collateral security for bond issue, assigned to 
PEMISELAM castes lero gis ere ole cre eine) sais elas ok 19 158 
may be substituted by similar mortgages, etc. 22 163 
may be withdrawn by surrender of equal 
amount of farm-loan bonds............. 22 164 
returned upon rejection of bond issue by 
it nang Worry (Borne tas Sr ASO GAMO GG oes - 19 157 
collections for, by secretary-treasurer of loan 
associations must be transmitted......... 7 129 
may be required of agents without charge. . . 15 149 
commissions, if specifically authorized can be 
LECCLVIER Solera his brevet aaes oe oie neni eaters 14 148 
of agents to be deducted from borrower’s 
fiburendivid eMNdS cence aekeetetetaeer ete cern 15 149 
paid farm-loan associations deducted from 
dividends eentcs cre so enternhes scrote. 9 136 
contingent liabilities of insolvent farm-loan 
associations determined...... 29 17S 
defaults under terms of mortgages held by... 25 168 
delinquent taxes on mortgaged land reported © *; 130 
deposits, may be accepted from farm-loan as- 
SOCIATIONS rate Wetec setae Sancta 13 146 
of current funds cannot be accepted pay- 
able upon demand except from stock- 
Olderss wyeerteseace ese esa ere) coi 14 147 
Cirectors engthol, Celt wan erireeerireere ena 4 122 
may permit names of borrowers to be dis- 
CLOSE Ss achateas-heuott o oleligr sha uet otane sats Naspanateiakaks an 177-8 
must be residents of district....:......-..-. 4 123 
nomination and election of local directors. . . 4 121-2 


prohibited from association with other bank- 
INP MIMtETEStS cence ake sienna mar Rest 4 123 





removal of district directors............... 17 155 
selection and appointment of district direct- 

OLS one ak are ati gy ei eee aa 4 121 
shall receive only usual salary and fees, pen- 

altys formvaolatiOUl wane serra teltene- posse ets 31 177 
travelin gexpenses, GUC. jae aime ste sie score 4 123 
vacancies in board provided for........... 4 123 
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Section Page 
Federal land banks:—Continued 
districts, boundaries may be readjusted... ... 4 G7, 
EStaDiShmMent emma ade cee ee ee 4 118 
dividends, declared after reserve requirements 

DLO INCGWenonc ealenG ewer eayeahs oo san 23 167 
not paid while reserve is impaired......... 23 167 
PLOVISIONS Ofer crac rere eran rae Fees 23 167 

employees, appointment and compensation.... 4 118 
schedule of salaries to be revorted......... 3 115-6 
shall receive only usual salary and fees, 

penaltysior violation seen asa socs eee ey e777 
employment as financial agents of Govern- 

MEM LOL VMAtEd Nova LeSee yen eee 6 126-7 
establishment mele anemenelaette sect tois eee ee 4 | 117-124 
examination of condition required by Farm 116, 154, 

Loans Board erate. wae ctias ae tee: Bales 171 
exempted trometaxat ior te ae eee arin 26 168-9 
exercise of unauthorized power shall not im- 

Pairloanior morteaye we ers ee ee 12 144 
farm-loan bonds, delivered by farm-loan reg- 

ASLLAL Se eT oe eae Sow ae cee ou 20 160 
EXEHID Gee OMML ALLL OTe meer eieiare eee ae 26 168-9 
aSGUeUifai bed See. cee oa ey ee Le 14 147-8 
lawful investment for trust funds.......... 27 170 
may be issued, bought, sold, and retired by. . 13 145 
only qualified first mortgages as security... . 19 158 
payment and retirement at option of land 

Darlecepecena nets rete Meena dekh ag aie aan ee 20 159 
promptly executed and delivered upon no- 

tice of approval ofussue? ~ i008 sss... 19 157 
farm-loan registrar to be notified of pay- 

(nals iS IRECOAUSSMIENE. ce cie aon Aon ague oe: 22 162-3 
Federal Farm Loan Board, can grant or re- 154, 

fuse authority to issue bonds........... T7908 156-7 


may require additional security........... 19 159 
to exercise general supervisory authority over 17 155 
fees, commissions, etc., shali not be charged or 
received unless authorized, penalty for 
ViOlAtiOnMam tales rete ke tae i ae 31 177 
first mortgages only accepted except those 
taken for additional security............. 14 147 
funds, received by farm-loan associations. .... II | 139-140 
transmitted to borrower may be in current 
funds, or in farm-loan bonds............ 12 144-5 
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Section Page 
Federal land banks:—Continued 
Government depositaries, designation......... 6 126-7 
Security Tequited seats eiee eel ree 6 127 
Government deposits, authorized............ 32 180 
certificate to bevssuied y.0: 26 a. seer = 32 180 
incorporation and powefS.....2....-...-9--- 4 | IIQ-121 
indebtedness of insolvent associations paid by 
canceledistock 2 ie3 5 cece aoe sate ceeaeiere = 29 173 
interest, charges to be fixed by Farm Loan 
Boards aie a oete sae ae see 17 154 
on mortgages made prior to issue of farm- 
loan bonds determined by...........-.. 12 140 
on pledged mortgages available........... 22 164 
joint-stock land banks, bonds must differ from 
OMS Ofiree cts oie tone tree See ete a terre tee 16 I51-2 
organized under requirements of Sec. 4..... 16 150 
to have same powers and limitations, with 
EXCEPLONS | SY dae cites ieee ae eee 16 15! 
land-bank appraisers, salaries paid by banks. . 3 II5 
land-bank examiners, penalty for accepting 
loantorigratuityae. eee one cae toe eee 2% 176 
liability, for thein own issue, ete... ....2-... 21 161 
of all banks for payment of each bond..... 21 161-2 
loan committee report and appraisal sub- ; 
MICEED tOms.c.cos cmt os Caen em See sos 10 137 
loans, applicants charged fees for appraisal and 
Getermination, of titles. sea. eee eee cee 13 146-7 
members of farm-loan associations entitled 
HO Gare acters Aen ater ae wrake stele cet erarss Pare etek 9 135 
must be made through their agents or farm- 
Joamkassociationsiy, ac nt wee ele oh eer 14 147 
payment for stock in farm-loan associations 
EPOM sir sye enseecte worse Git eo ele Me eters or ee 9 135 
to farm-loan associations...... cae 7; On leks2, 130 
unfavorably reported not to be made. sane 10 138 
locationaneludediin titles...) eee. nee ieeeen 4 118 
losses through default to be assessed against 
solvent land-bankcaea-- ent re eee: 21 161 
minutes must show liability as guarantor.... 21 161-2 
money may be borrowed bys... ..... 5.06." re 146 
mortgages, agplication of Shs collected 
on. op STNG Cio ao. 22 165 
exempt from taxation . PR TOE tee oe oe eee 26 169 


indorsed by farm-loan associations......... II 139 
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Section Page 
Federal land banks:—Continued 
investment in, on farm lands of district..... 13 145 
may be hypothecated as security with farm- 

LOAMETESISELAT. we be ee fee wie es oe fan ate 13 145 
payments to be held in trust............. 22 164 
receipt from farm-loan associations iaadted. ‘ 14 147-8 
tendered as collateral security for bond 

ISS eee R eRe eg Mie neater cea nox caKdhore we oieye & 18 156 

national farm-loan associations, articles of as- 

soeiation-sent to bank... 3...nessess es: 7 131 
charter forwarded through banks.......... 7 132 
may collect and pay to land banks payments 

due under terms of mortgage........... 13 145 

noncompliance with application by borrower 

TEPOLLEd COs oe POM CRIO Eos aes ote 7 | 129-130 

one established in each district.............. 4 118 
organization certificate to be made by tempo- 

TAT GULECCOLSI S415 fale seni levee siome ge era waren 4 118-9 

penalty, for embezzlement, false entry, etc.... 31 178 
for forging or counterfeiting bonds of land 

Pamics and. assOcCiatlOns Niaea. site ors eee 31 176 

‘TOSS oo Sa eNe eas En An eee = 13 | 145-147 
property may be bought, sold, or leased...... 13 146 
provisions not applicable to joint-stock land 

Danks os seco kore nica stmt weal ore sine eral = 16 152 

purchasers of lands permitted to assume mort- 

gages and stock interests of vendors..... cZ 142 

real estate, acquired in satisfaction of debts 

may be held Jimited times.) :23------.-- 13 146 
not exempted from taxation.............. 26 169 

real property taxable as other real property... 26 | 169-170 
reappraisal permitted for additional loan..... 12 142 
FeCcivernapPOMlLMMeNts acs. cee es ase = are ae 29 Woe 
repayment pro rata of sums advanced by one 

bank to pay coupons of another......... 7] 155 

reserves, amounts defaulted debited to....... 23 166 
investment directed by Farm Loan Board... 23 167 
five per cent retained annually after 20-per- 

Centric aeeiiailated jae aecte cutter rele 23 166 
twenty-five per cent of net earnings semi- 

annually aehenleG la en Avecla rs node y acre 23 166 
provisions fOr. ......6. sees nese cen eeeres 23 166-7 
to equal 20 per cent of capital stock....... 23 166 


FEStFICtIONS OM, ..c. cee r eee eee ee ee reese e nes 14 147-8 
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schedule of securities tendered furnished with 
IMOLUL ALES Hava octets o) ae e's1s ol aiwielialels ieee =e 
securities and current funds may be deposited 
in Federal Reserve member banks....... 
statement of condition, rendered quarterly.... 
temporary directors, employment of attor- 


qualifications and compensation........... 
teimporanyatinnas ete tometer aces ie wiser eerie 
United States bonds may be bought and sold by 
voluntary liquidation with consent of Farm 
Loan Board sau thence Soe eek ate cross tes 
see also Agents of Federal land banks. 


Federal Reserve banks: 


farm-loan bonds, permission to buy and sell 
GQUialified’ss. Sena ae teins cine ecto sere leah 


Federal Reserve member banks: 


farm-loan bonds, permission to buy and sell... 
Federal land banks may deposit securities and 
Cai ABIES Stiis5 Gop opUGaodead biases woe 


Fees: 


applicants for loans may be charged for ap- 
praisal and determination of title........ 
borrower may require fees and charges to be 
paid off in amortization payments...... 
directors, attorneys, and employees of land 
banks or associations to receive only usual 
salary and fees, penalty for violation .... 
land banks or associations may not charge or 
receive unauthorized fees, penalty for 
VIOIALIONS we ceontanthceme merece ae 
State fees and recording charges may be in- 
cluded in cost of negotiating mortgage 
lOAHS +, Sac ael cates Goro hee: : 


Fertilizers: 


loans may be used for purchase of........... 

Forgery: 

penalty for forging or counterfeiting bonds of 
land banks or associations........ 


Fraud: 


penalty for fraudulent acts in relation to land 
banks or associations 
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Section 
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31 


31 


3I 


Page 


156 


146 
116 
118 
118 
118 
118 
145 


174 


170 
170 


146 


146-7 


147 


177-8 


177-8 


146-7 
14! 


176 


178 


SYSTEM IN OPERATION 207 








Section Page 
G 
Government depositaries: 
Gesignation andi Guties(Ofac, uss t on ae. 6 126-7 
Government deposits. See Public money. 
Government of United States: 
Federal land banks, capital stock owned by 
Government to be allowed vote......... 5 124-5 
capital stock owned by Government to re- 
Celve NG GiVIdENdS awe re teens formes yer 5 124 
capital stock shares not otherwise taken 
SUDSCHIDEUIDY seers ete ae cat oe oe 5 125 
joint-stock land banks, capital stock cannot 
bersubseribedibyzennae ccs mete cubes 16 151 
mortgages and farm-loan bonds deemed in- 
Stcumentalities/oLmitectrtie cre err 26 169 
H 
Homesteads: 
State laws on exemptions examined by Farm 
oan Commissioners saanre nae toe tee 30 174 
House of Representatives: 
borrowers’ names may be ordered disclosed by 31 177-8 
personnel of committees which considered 
Federal farm-loan bills............20.6-. ud if 
report of Federal Farm Loan Board made to... B 116 
I 
Insolvency: 
Federal Farm Loan Board, may declare asso- 
CIATION ANSOLVEN Garret ela cm cs hin Apne a 29 171 
may declare land banks insolvent......... 29 172 
minimum amount defaulted causing......... 29 171 
Insurance: 
buildings must be insured to satisfaction of 
Federal Farm Loan Board.............. 12 143 
mortgagor may require use for rebuilding. ... 12 143-4 
PAVADIG TO MOLESAL CS infers violet evaloors ie! alelelenedel slater 12 144 
Interest: 
APPLcAtion Of PAYMENTS ye sat cts we creas 22 164-5 
charges of Federal land banks fixed by Farm 
LoaneBoardeermen scm eminence ne i v7 154 
defaulted payments, minimum amount caus- 
ATU CMISO]V CLLEV crtatciecersyors eine eerily enoneltrer sie sie 29 171 


*See note page 185, 
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Section 
Interest :—Continued 
shall carry 8-per-cent interest............. 12 
full amount to be paid when due............. 22 
Government deposits to bear................ 32 
on first mortgages, made prior to issue of farm- 
loan bonds, determined by Federal land 
Banks ttiedasyce oo sere eke ete aes 12 
rate on mortgages, fixed at not more than 6 

PELICCO EB sce ets oe Ra eo as ee 12 
limited to 1 per cent over rate on farm-loan 

OTS 5c .caswctes tiles Cs RE Ce ee meee 12,16 

receiver’s collections, deposits by Secretary of 

theeDreasuryisocd ewe aoe wack teas eee 29 

time for payment and rate on farm-loan bonds. 20 
unpaid taxes, liens, judgments, and assess- 

ments against land mortgaged shall bear 

SeMer-Ccen tall Enest ranean natn 12 

J 
Joint-stock land banks: 
amortization tables used by, to be published. . . 3 
application of payments collected on pledged 

MMOL EASES fey atebets Paes lateness ane cher sael orate) ee ceeear 22 

attorneys shall receive only usual salary and 

fees, penalty fon violation.....0.-<s)-0<e ay 

bound by acts of officers in issuing bonds..... 21 
business not expressly authorized cannot be 

transacted. aes eee srte : Reso Renae 16 

capital stock amount necessary for business. . . 16 
Federal Farm Loan Board may authorize 

INCTEASC Hy icy emis amp auies fie See 17 
Government of United States cannot sub- 

SCHIDSHO See. tenet cere atresia armen ern Rael 16 
must be paid before issuance of bonds..... 16 
unpaid subject to call by directors........ 16 

chartered by Federal Farm Loan Board...... 16,17 
collateral security, may be substituted by 

Siimilarimonrtga ges welOuc sume cra ieariemiet 22 
may be withdrawn by surrender of equal 

amount of farm-loan bonds............. a2 
retained by farm-loan registrar fer bond 

issue must be assigned to him........... 19 
returned upon refusal to allow bond issue by 

Barna beans Oar Gaye ce mtrtsts oe eine 19 


Page 


143 
164 
180 
140 
14! 
140 
173 
159 


143 


116 
165 


i77—3 
161 


151 
I5I 


154 
I51 
15! 
151 
150, 154 
163 
164 
158 


157 
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_ Section Page 
Joint-stock land banks:—Continued 
commissions not specifically authorized not 
BG Weel teen leat ergcss 2 otis ae a eo ote hes | 16 152 
directors, may permit names of borrowers to 
Den cENCIORGE <a Lewes cements Rite Bes, 31 177-8 
caleeaal Nee enrol Sonos oe pay ace cn aes Olek aes 16 150 
shall receive only usual salary and fees, 
penalty for wiclation. <0 .2. fcscasssscnse bs 31 177-8 
dividends, declared after reserve requirements 
Bl CUC ie tert teer ee tea ue nas Seale weir en ss 23 167 
not paid while reserve is impaired......... 23 167 
PROVINIOES IOP coy ensue ete Sele orb eta 23 166-7 
employees shall receive only usual salary and 
fees, penalty for violation.............. eit 177-8 
employment as financial agents of Government 
Ou Waited (States av. tmp Sheeran J aoe 6 126-7 
examination of condition required by Farm 116, 154, 
Loaniboard?: Sater ait eee. eee oe 27528 170-1 
exemptions from provisions governing Fed- 
erallandibanikeop error tacny oats ices: Se 16 152 
farm-loan bonds, application for authority to 
issue made through farm-loan registrar... 18 156 
authority to issue against hypothecated 
TNOMAE VES een My seat twe « hd ode. se 16 153-4 
delivered by farm-loan registrar........... 20 160 
GXCIN PL MOMUpAKcblOM wey 2 stin ein a Solo ners 26 169 
expense of preparation charged to bank.... 20 160 
lawful investment for trust funds.......... 27, 170 
limited power to issue or obligate themselves 
POL ee isl eae ee ny Ahir ae i os SCG A oR as 16 151 
must differ in form and color from Federal 
land-bankihondSaraxne terete scat aes 16 152 
payment and retirement at option of land 
baniaiter fvenyears 240: sec vine + saan <1 20 159 
promptly executed and delivered upon no- 
tice OfjapprovaliOl issues.» cau caes «5's < ci 19 157 
shall state authority for issuance.......... 16 152 
farm-loan registrar, shall receive only qualified 
first mortgages from land banks to secure 
BOndMSSUEHE acdsee Oe ow auee te meee 19 158 
to be notified of payments received by bank. 22 162 
Federal Farm Loan Board, exercise general 
Suipervisoty authonty OVEr.c.. 242 41.---4 17 155 
grant or refuse authority to issue,......... 17,18 | 154, 156 


210 THE FEDERAL FARM-LOAN 


Section Page 
Joint-stock land banks:—Continued 
may require additional security............ 19 159 
prescribe appraisal report forms.,.......... 10 138 
prescribe roctns for bonds y.maue eects 16 153 
shall direct distinguishing marks........... 16 152 
fees, commissions, etc., shall not be charged or 
received unless authorized, penalty for 
ViOlati Oise oeteasis a oorta See oe ee ee 31 147-8 
Government depositaries, designation........ 6 126-7 
SECU YALeCUITed iy seve conan eieteeyetsiters eater 6 127 
interest, limited to I per cent over rate paid on 
farm=loan bonds: cmiraacaei terete 16 152 
on pledged mortgages available............ 22 164 
land-bank appraisers, application and report 
of loan committee referred to appraisers... 10 138 
Salariesspaidsby, baneayen vise eens renee : 3 114-5 
land-bank examiners, penalty for accepting 
loan or gratuity from land banks....... 31 177-8 
loans, secured by first mortgages on farm 
lands tm waa waste clones eae 16 152 
unfavorably reported not to be made...... 10 138 
mortgages, exempt from taxation............ 26 169 
tendered by land banks as collateral security 
Tor bon disse nase e-ee ne eee 18 156 
number of persons required for formation..... 16 150 
organized under Federal land-bank require- 
IMEH US Ei eeen tacky sever sot See ees he eestor eee aie 16 I51 
payments on pledged mortgages to be held in 
BLUSE garciciesi ap Cue iene ae ee chain, aunt eee Os 22 164 
penalty, embezzlement, false entry, etc....... 31 178 
forging or counterfeiting bonds of......... 31 176 
powers and limitations same as Federal land 
banks with! exeeptionsscmuner mires 16 151 
PIOVISIONS aNd MOWELSn scam renee sate eee iene 16 | 150-154 
real property taxable as other real property... 26 | 169-170 
FECelVernAppoin Linenite antes cs oe eee ete 29 172 
reserves, amounts defaulted debited to........ 23 166 
investment directed by Farm Loan Board... 23 167 
five per cent retained annually after 20-per- 
Centatund accumulated amen mqeeere eee 23 166 
twenty-five per cent of net earnings semi- 
arinuallyeretained ctaae rene trea serene tee 23 166 
PROVISIONS LOT mame nti aete Rae eee 23 166-7 


shall equal 20 per cent of capital stock..... 23 166 
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Section Page 
Joint-stock land banks:—Continued 
restrictions on mortgage loans same as Federal 

land bank, except as stated............. 16 152 

schedule of securities tendered furnished with 

EHODLOARE N. Seaemtin ete es eR eee hak 18 156 

shareholders, have same voting privileges as 

shareholders in national banking associa- 

LOE Aen akon oh eee ie Weick Gays icine SR, 16 I5I 
TS ae are ee irene Oey, TN ene 16 150 
taxable on shares as in national banks... .. 26 169 

statement of condition, rendered quarterly. . 3 116 
voluntary liquidation with consent of Farm 

oaneBoard sa eer eee ee oe 29 174 

Judgments: 
limitation under Federal Farm Loan Act..... 34 182 
on mortgaged land, paid by eae shall 

become part of mortgage debt.. : 12 143 
shalljbe paid! bys borrowers. ...40+<+s.2. ce 12 143 

L 
Laborers: 
Federal Farm Loan Board, employment...... 3 II5 
Federal land banks, employment............ 4 118 
Land-bank appraisers: 
appointment by Farm Loan Board........... 3 II4 
eligibility for appointment).....0......+.... 10 138 
exemption from civil-service law............. z II5 
investigate and report upon land offered as 

SECUPILY .; tones re soiree eevee oot eet 10 138 

investigation directed by Farm Loan Board to 

DEMMAd er eee eee cr cts aa emi Linton ads 10 138 

investigation of solvency, etc., of organizers of 

farm-loan associations. ....4,+:6e< lee... 7 131-2 

loan committee report referred to, by land 

[seers hash eA Soa Peat tel Se St Pom ne na OREN 10 138 

loans unfavorably reported not to be made... . 10 138 
penalty for overvaluation of lands offered as 

SECULTIL Vrs tar octet. eee aieane Iie eh ateers cise e 31 175 

Qualifications Of seer ade wale ses teteen ee ee ol 3 II4 
removal by Federal Farm Loan Board....... 17 155 


Land-bank examiners: 
APPOmibmen bol pam ein: Se ere ere Ta ae oot 
borrowers’ names not to be disclosed, penalty 
KOE WAG) ER ete eas dad Haw bo h idEad om eel ae em 


By hed |) hile fo} 





it 177-0 
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Land-bank examiners:— Continued 
exemption from civil-service law..........--. 
penalty for accepting loan or gratuity from 
land bank or national farm-loan associa- 


CuUAliicatiOns: Of estan eit pete errr 
removal by Federal Farm Loan Board....... 
reports on farm-loan associations semiannually 
requirements same as those of national bank 
(Sy Gah anve aC ROMO Bre he ce cdige Cima OOM Ney Sous 
Salariestand EXPeNsesoc es. vs al sere he ere ete 
shall not perform service for compensation for 
any other banking institution.......... 
Land banks. See Federal land banks—Joint- 
stock land banks. 
Land titles: 
determination, agents of Federal land banks 
DaAlaon Expenses samy eetneare eee 
applicants for loans charged for expenses. .. 
charges regulated by Farm Loan Board.... 
laws of States examined and report made..... 
Laws: 
States, examination and report by Farm Loan 
Commissioner: = y<.eratia nee see ns 
examination, Attorney-General of United 
States to aid............ see cece eee eee 
examination, special counsel employed..... 
Lawyers. See Attorneys. 
Liabilities: 
debts of insolvent farm-loan associations to 
include contingent liabilities............. 
receiver and Federal land bank determine con- 
tingent liabilities of association.......... 
Liability: 
agents of Federal land banks liable for loans 
MEAOMALCA. fens aa cece ae Re ere Cee ers 
Federal land bank, for its own issue, primarily. . 
minutes of land bank must show liability as 
PUAPAUMLON s c1 cys. sukace ee nee oe te eremn Dey nt eaters 
national farm-loan associations, cancellation 
Of stocks nov tol impain,. ne ene ee 
shareholders, joint-stock land banks 
Liens: 
on mortgaged land, borrowers shall pay...... 





Section | 


3) 





Page 
115 


175-6 
114 
155 
171 


170-1 
114,171 


17€ 


140 
146-7 
154 
174 
174 


175 
173 


173 

173 
149-150 
161 
161-2 


173 
150 


143 
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Section Page 
Liens :— Continued 
paid by mortgagee shall become part of 
jBACOL SE NYE Eloy AG Be cept as ca ee ee 12 143 
Liquidation: 
land banks and farm-loan associations, with 
consent of Farm Loan Board. .......... 29 172 
Live stock: 
loans may be used for purchase of........... 12 141 
Loan Commissioner. See Farm Loan Commis- 
sioner. 
Loan committee: 
appraise and report on land offered for security 10 17 
EIECEIO IN OL cere scirys is eee ae Ie ca ie aly Seek 7 128 
elipibility tor memberships, ss. 0esins sues 10 127 
expenses paid by farm-loan associations...... | 130 
member interested cannot pass on loan...... 10 138 
mortgage loan, application referred to........ 10 137 
unfavorably reported, not to be approved... 10 138 
penalty for willfully overvaluing land offered 
BSaseCliriuy COM OAlS. ey aera ee oe gall 175 
report, must accompany articles of association i I3I 
referred to land-bank appraisers by land 
Bey ee ees at war ree peter ae 10 138 
submitted to Federal land banks.......... 10 138 
Loans: 
additional, increase of capital stock of farm- 
LOAMNASSOCIA TIONS. ewe nat 1A 8 134 
reappraisal permitted by Federal land banks 12 142 
agents of Federal land banks, aggregate of 
mortgage loans received from, limited... . 15 | 149-150 
expenses paid become part of loan......... 15 149 
may be required to collect payments with- 
OUEISaree: ceases wae ne. wesih es ham 15 149 
must indorse and become liable for pay- 
PIVCMUG OM ae od coho sie steno a AEA HIRE Ge eRe 15 | 149-150 
paid actual expenses connected with making 15 149 
subject to same conditions as farm-loan 
ASCOCIALIONS sacs hen Re eee Ce res 15 148 
agricultural value of lands mortgaged basis for 
ATMOUMUG ss caveveys chaste tate sysltansdit vats: oe afer eicwtoe teens 12 142 
applicants, charged for expenses of appraisal, etc ie 146-7 
must be member of farm-loan association. . . 8 134 
must state on prescribed forms purposes for 
WH ChmlGa is LOvD CuUSeC arian iterate acre 12 143 
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Section Page 
Loans :—Continued 
appraisal, new, not required for smaller 
amounts than applied for............... 12 142 
borrowers, limited in amount of loan........ 12 143 
may elect to receive proceeds in farm-loan 
lefoy aero a Rie GIAO rie CO ClO S crores Scribe 12 144-5 
must engage in cultivation of land mort- 
(Ages bn eR CIE Up tho ORCI OOO RICIA TOT & 12 142 
to receive from Federal land banks when 
Ehipnielel Gacmesoe oe ane OCHO CO CHORE Ge 9 135 
capital stock, Federal land banks, as collateral 
SECUEIEY siete ata eriocis Cciem er tang are eta aon oleh Of 133 
Federal land banks, subscribed to obtain. . 7 132 
national farm-loan associations, as collateral 
SECULIEY sae sees Ghatak ie io nen 8 134 
national farm-loan associations, subscribed 
POLO CAITLprera otekohetn acacia mrcrelele leieiereteretons 8 174 
Gefattl ted nis tc scotia sere suet one or otsnaterereienale aialets 25 168 
exercise of unauthorized power by Federal land 
bank or farm-loan association does not 
rial ae hh ah aito Hema .ce.cceanGci cols anites tc 12 144 
expended otherwise than agreed, whole may 
become Payaolelrn eer tee < chatotsrs eerie thes 12 144 
Federal land banks must make through their 
agents or national farm-loan associations. . 14 147 
increase above maximum limit by addition of 
loan for purchase of stock prohibited..... 9 135 
interest or principal paid through farm-loan 
ASSOCIATIONS ccc em ee nse sree iee anes 7 129 
investment of Government funds in mortgage 
loans! probibited arcs crt acer aera 6 127 
joint-stock land banks, have same restrictions 
as Federal land banks, except as stated... 16 152 
interest charged limited to 1 per cent over 
rate paid on farm-loan bonds........... 16 152 
loans secured by first mortgages on farm 
Tands. arctan non eee oe apavets te me ctereters eater eyere 16 152 
laws of States examined and report made..... 30 174 
national farm-loan associations, amount limited 7 131 
commissions based on unpaid principal of... 9 135-6 
defaulted, minimum amount causing insol- 
aisciiten aa anr ciate hears ata Sapo Ome ce 29 17! 


supervision by secretary-treasurer........ 
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Section Page 
Loans :—Continued 
needs of farmers, districts apportioned relative 
LO ackarneteieterata taiate ecko sie he ae Sa eB aes 4 Tez) 
noncompliance with provisions to be reported. . 7 130 
payment for stock in farm-loan associations 
STOUR TREN ote ee ire east kita ey 9,12 | 135, 144 
penalty, for acceptance of loan from land 
banks or national farm-loan associations 
by land-bank examiners.................. shi 175-6 
for making false statement in application. . . 31 175 
purposes for which loans may be made....... 12 141-2 
restrictions on. Scie F T25|MA0-1A5 
secured by first ‘mortgages 0 on 1 farm lands i in 
Jand=banledistnicts each ate ene eee 12 140 
State fees and recording charges may be in- 
cluded in cost of negotiating............. 13 146-7 
unfavorably reported, by land-bank apprais- 
CTS HHOL LO META iensemie thon erie eee 10 138 
by loan committee, not to be approved..... 10 137 
Losses: 
amounts defaulted debited to reserves of eel 
DaTIICS i Monstashiale eva oie eats © AIS eae OS eae 23 166 
assessed against solvent land banks liable... .. 21 162 
defaulted loan must be paid by association or 
agent through which made............. 25 168 
minimum amount defaulted causing insolvency 29 17I 
M 
Mortgages: 
amortization payments may be used for loans 
on first mortgages........ 22 165 
amortization plan agreement i in ‘first mortgages 12 140 
appraisal, etc., applicants charged for expenses 
OLA access ee cha eee ee Aa eee 13 147 
assumed by legal representatives of borrower, 
am case Obideat hires s.c cs tection stern pie neker 12 143 
assumed by purchasers of land mortgaged.... 12 142 
collateral security for bond issue, deposited as 
approved by Farm Loan Board......... 19 158 
land banks shall tendense.c. serie ee oy 18 156 
may be substituted by similar mortgages... 22 163 
must be assigned to farm-loan registrar as 
trustee genase Peis onto rene sine ion 19 158 


retained by registrar on approval of issue.... 19 157-8 
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Mortgages:—Continued 
returned to land banks upon refusal of issue. 
contingent liability of indorser estimated as 
(6 (1G ee eaeRA i a even aches ucts cone ce iar DOR 
deemed instrumentalities of Government of 
(parol enie, geno Gain sou Go eENe ace 2 
deraults, borrower defaults in conditions of, 
whole may become payable............. 
debited to reserves of land banks......... 
must be paid by association or agent in- 
Glofesihiltee cee oo ac oem otmonIndis OOGe Cyan oA 
shall carry eight per cent interest......... 
exercise of unauthorized power by Federal 
land bank or national farm-loan associa- 
tiom not to inivalidaere ccs cs memes = rete 
farm-loan registrar, can receive only qualified 
first mortgages to secure bond issue..... 
notified of collections made. . ae ‘ 
Federal Farm Loan Board, investigations ‘di- 
rected by, made by appraisers.......... 
Menibers MOL bowed tee. selects lena 
rules for payment of principal to be pre- 
SCHIDEG SDV: seekers wetels sleiaie elena sieve dee -tere ola 
Federal land banks, agents may be required to 
collect payments without charge........ 
agents must indorse and become liable for 
payments on loans negotiated by them... 
agents paid actual expenses connected with 
TM abaeilerhalnAcupeo sos aa wet a dom onic 
aggregate of mortgage loans received from 
Alqealichibiarhdsdlage, oso onion OasO0 ae Son « 
capital stock subscribed to obtain......... 
expenses paid agents become part of loan... 
may accept only first mortgages, except 
those taken for additional security...... 
may invest in mortgages on farm lands in 
CISTI Toast utraieerecuttents Oleh ot met ac tense sent 
mortgages may be hypothecated by, as 
security for farm-loan bonds 
SUATStIMOrLeAPesy COlMILLOM Ofc wales creer 
Government funds, investment prohibited. ... 
ineligible as security for farm-loan bonds, dur- 
ing continuance of defective State laws... 
previous to examination of State laws 








Section 


19 
29 
26 


12 
23 


25 
12 





Page 


157 
173 
i169 


144 
166 


168 
143 
144 


158 
162-3 


138 
1I4-§ 


140 
149 
149-150 
149 
149-150 
tee 

149 

147 

145 

145 
PLIE=2) 


127 


174 
174 
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Section Page 
Mortgages:—Continued 
installments paid must be sufficient to extin- 
guish debt after five years, but before 
PGC Cater prt eat ta bs oe k 12 140 


interest, not to exceed by more than 1 per cent 


interest paid on farm-loan bonds ee 12,16 | 140, 152 


ig: Se ates of Sk ae eee ee els | ane ee ee 22 164 
prior to issue of farm-loan bonds, deter- 
mined by Federal land banks............ 12 I4I 
rate fixed at not more than 6 per cent...... i 12 141 
joint - stock land banks, may issue bonds 
against hypothecated mortgages. . ne 16 152-3 
shall secure loans by first mortgages on n farm 
LAS Pune Creme ese tks See ee ot 16 152 
laws of States examined and report made..... 30 174 
loans, application filed with secretary-treas- 
urer of national farm-loan associations. . . 9 137 
application referred to loan committee. .... 10 137 
of joint-stock land banks under same restric- 
tions as Federal land banks, with specific 
CXCEDIONS a ee Me ae ea eee eee 16 152 
national farm-loan associations, indorsement by II 139 
may collect and pay to land banks payments 
aie under temnsiola. 5 Lee en nee 13 145 
must subscribe capital stock to obtain..... 8 134 
Teceipusron lined! eae a ee 14 143 
payments on pledged mortgages, application of 22 164 
eldinaitrusty eee eee: Cee ee ee 22 164 
purposes for which loans may be made....... 12 141-2 
restrictions based on loans and first mortgages 12 | 140-145 
schedule of securities tendered furnished with. . 18 156 
State fees and recording charges may be in- 
cluded in cost of negotiating............ 13 146-7 
taxation jexenipted: froma iracs oe pee on eat 26 169 
taxes, delinquent, on land, to be reported..... Ff 130 
United States bonds or cash as temporary 
Security on withdrawal of.............-- 19 159 
N 
Nattional farm-loan associations: 
amortization tables used by, to be published. . . 2 116 
appraisal report forms prescribed by Federal 
Harm vieoanws Oardsem-anaaeion vente scissors 10 138 
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articles of association, accompanied by report 
ofiloan committees... 3-426. 
when made to be sent to Federal land banks 
attorneys shall receive only usual salary and 
fees, penalty for violation..............- 
borrowers, stock interests assumed by legal 
representatives in case of death.......... 
stock interests assumed by purchaser of 
MOL teAP eC LAI s pervect omagalenecta te kal dette 
capital stock, applicants for loans must sub- 
ior] oan tees oi sao acl aca PROEO IO Re ea cas 
Federal Farm Loan Board may authorize 
TICE CAS Cina a c.cre ier eete eh aie asl eine serene cel ele 
heldvactcollateral security: as -enr ase 
member may borrow to pay for............ 
AVE UTA VO LAD es Viet LIN tere atacavere tetitey = et eee Fone 
to increase in proportion as loans are made. . 
certificates bearing interest convertible into 
farm-loan ponds, ta issie......s.2.-- 1. -/ 
charter, Federal Farm Loan Board given 
power to grant... oe ese es eee ese eee 
Federal Farm Loan Board to determine 
eae ROUBLE A okiae ac ALOOS SgcoeGn ean Sac 
commissions, based upon unpaid principal of 


condition, examination, required by Farm 
Loan! Board ccwers anotetona its iste see 
statement rendered quarterly.............. 
Statement req uinedin. mer none rater i 
Gonsolidation perma tediq.eccenii ieee. 
debts, contingent liabilities included.......... 
directors, cannot pass on loan if interested. ... 
election and term of OffCely..G... ssa. os - 
EXPENSES Rasen see dete ieteiset ei reo: 
may permit names of borrowers to be dis- 
Closed Be, cack ted Sierras seers ena eer ye 
must be residents of district and shareholders 
not to approve loans unfavorably reported. . 
TItIIMDeL) IMIMITINTU ye aee weitere tre eee 
service without compensation unless ap- 
proved by Farm Loan Board............ 
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Page 


131 
131 


177-8 
143 
142 
134 


154 
134 
135 

133-4 
134 


139-140 
154 

132 
135-6 


136 
154-5; 
170-1 
116 
129 
174 
LS 
138 
128 
128 


177-8 
128 
137 
131 
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Section Page 
National farm-loan associations: —Continued 
shall receive only usual salary and fees, pen- 

Qlyiot Violation ors ce cid y che eens 31 177-8 
VOCeMipOnmnemapershipen sanieee ie see eee os 9 136-7 

dividends, declared after reserve requirements 

AL GIMIEG te guveertce ir, irs kh cas cey Sete er eae des 24 167-8 
not paid while reserve is impaired......... 24 167 
SG VisiMIe, FOLMenrne rape Wes Be 24 167-8 

embezzlement, false entry, etc., penalty for.... 31 178 
employees shall receive only usual salary and 

fees, penalty for violation.............. 31 177-8 

examiners of land banks, penalty for accepting 

loan or gratuity from associations....... 31 175-6 

Federal land banks, agencies discontinued if 

district is adequately served by association 15 150 
capital stock, owned by associations not to 

be tranetorrad hy Oe a he 5 124 
capital stock, subscriptions reaching $100,- 

000 gives permanent organization to bank 4 121 
capital stock, subscriptions reaching $750,- 

OOO/ retires original Stock..-2. 22)... ... 5 125-6 
capital stock, vote allowed associations... .. 5 124-5 
directors, nomination and election of local 

directors by association. :..:............ 4 121-2 
directors, six local directors selected by asso- 

CIATION S Wray asks ee ee ee nee 4 121 
loans by, made only through associations or 

ACIS Seeiateete sete drstensyy ro he ae mk 41 147 
loans through agents subject to same condi- 

tions as if made through associations... .. 15 148 
may accept deposits from associations... .... 13 146 
may increase capital stock for issue of shares 

LO ASSOCIATIONS: 5-7, enter ain aes 4 11g 
twenty-five per cent of capital stock in quick 

ESSCLS Sry catsletern rears isis tira eine testes eee 5 126 

fees, commissions, etc., shall not be charged or 

received unless authorized, penalty for 

walelERalerabci nie tvs cn ed nesd Sen MOR ee ee ar 177-8 

forging or counterfeiting bonds of land banks, 

Menaliivelown cto koe tee a eee oe: 31 176 

funds, advanced by, in anticipation of dividends Gi) 130 
received from Federal land banks......... II 139 
transmitted to borrower may be in current 

funds or farm-loan bonds............... 12 144-5 
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Section Page 
National farm-loan associations :—Continued 
incorporation, application sent to Farm Loan 
Bodsdeaat aor toa aeae wae eee 7 132 
insolvency, minimum amount defaulted causing 29 171 
insolvent, Federal land banks to report reduc- 
tion of stock due to.. 29 173 
proceeds of canceled land - bank ‘stock ap 
pliedionud EbtSh... aaerd shes says le a aeetalienels 29 172-3 
stock in Federal land banks canceled...... 29 173 
liabilities, contingent, determined by receiver 
and Federal land bank.. : : 29 173 
liquidation, voluntary, with consent of Farm 
Loan Board 2 oasis sts tet toes eee ee 29 174 
loans amount limat Gedy. serteereiene teu 7 131 
defaulted, must be paid by.. , 25 168 
exercise of unauthorized power ‘shall. not 
chaalo ye Shapers ce Moyes che ge CeEA ETC OHO RT aX 12 144 
obtained from Federal land banks.......... 7; On| 132) 130 
part may be used to pay for stock in....... 12 144 
supervision by secretary-treasurer.......... 7 129 
members, assessment permitted.............. 7 130 
pecmiitted to; boro vente ceca cde cele terre 9 135 
membership, limited to borrowers..... Rae 8 134 
GualitiGations fOr cme teacup emer 9 136-7 
mortgages, application filed with secretary- 
reasUTemGl neiaCoio ee eee Se toote ee. 9 137 
application referred to loan committee... .. 10 137 
exercise of unauthorized power shall not 
UA PAIL SS ee eee ee oR eee eee ee 12 144 
payments due may be collected and paid to 
land shanks. 2x.cd eras eee ed Oe Ue ae 13 145 
number of persons required for forming....... 7 130 
OLPaniaalion, ste srenetnn sees cider eee ane 7 127-132 
circulars to be issued instructing farmers 
{MON HOMOMRAVAS a EAGAN O MGS Ooo pO inc Dou 3 116-7 
organizers, affidavit relative to ownership of 
leyricd PAN ec Laka oa ete inane ene eea tl meee eee 7 131 
property required for business may be owned. . II 139 
real estate not exempted from taxation....... 26 169 
real property taxable as other real property... 26 | 169-170 
TECELVELS  AppPOMIbIMentunwseh s aeteee lee ene 29 171 
report: to. harm Loan Board ssas ste ae 29 172 
to settle debts and sell property........... 29 172 
to take possession of books and collect assets 29 171-2 
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Section Page 
National farm-loan associations :—Continued ' 
reserves, investment directed by Farm Loan 
BGard ret ae ene oes boty Cooma ee 5 24 168 
Two per cent retained annually after 20-per- 
Centiund accumulated: <i 7. cncat 3 24 167 
Ten per cent of net earnings semiannually 
SSLAUINCE eC nee Me ire, eperet ey aie coos het es, COIS 24 167 
to equal 20 per cent of capital stock........ 24 167 
secretary-treasurer, appointment............. 7 128 
compensation fixed by directors............ 7 128 
custodian of securities, etC.;siticc.. week «4 7 128 
CUTIES Ee cee hee Be Aes 7 128-9 
not required to be shareholder............. oy 131 
PEDON Commie ree Me eater eget toto ae tae ater kl Gf 129 
shareholders’ individual responsibility........ 9 136 
shares must be canceled on retirement of cor- 
responding land-bank stock............. 7 133 
SPECIAl ProvISIONS aeeiees Me cmei ences see Brees a1s 7 
supervisory authority over, by Federal Farm 
Goa Board 7 aan. Sete eas reese. setae 17 155 
taxationsexemped frome: se. ceice se ei a 26 | 169-170 
Newspapers: 
bulletins of Federal Farm Loan Board dis- 
tra WGC GOs seen are axe) sys ¥ sonar asst oes leks 2 116-7 
O 
Oath of office: 
members of Federal Farm Loan Board....... a 113 
Organization certificates: 
Federal land banks, made by temporary direc- 
BOTS ral eras cotuone asus nate isianetaleter ace are 4 118-9 
12 
Penalties: 
directors, employees, and attorneys of land 
banks, etc., unauthorized fees of........ 31 yf) 
embezzlement, false entry, etc., punishment for 31 178 
false representation in relation to farm-loan 
| 8 Ot eG SE AEe Gre te REA ROSA a ae oReS aR 31 179 
false statement in application for loan....... 31 175 
forging or counterfeiting bonds of land banks 
Ol ASSOCIAMONS). sat tes neice ae eee lone 31 176 
land-bank appraisers for willful overvaluation 
of land offered as security.............. 31 175 
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Penalties :—Continued 
land-bank examiners, for accepting loan or 
gratuity from land bank or association... . 
must not disclose names of borrowers...... 
loan committee, for willful overvaluation of 
land offerediasisecurityewaencmeee seen one 
PLOVISIONS LOLs icommerie aeaieg aie wets meee eee 
Personnel: 
Conference: Committees aemmieacene crite aie: 
House Committee on Banking and Currency.. 
Joint Committee on Rural Credits.......... 
Senate Committee on Banking and Currency. . 
Wnited States Commission eae sees ate 
Property: 
Federal land banks may buy, sell, or lease, for 
Duisitiess samromre dere crote tastes elatencte eioveaceaniee 
national farm-loan associations may own..... 
real estate, acquired in satisfaction of debts 
may be held limited time by Federal land 
banksiey fap eect Cee teen ees 
of land banks and associations not exempted 
TOM TAXA tlONee emt ae acre acne eee 
real property of land banks and associations 
taxable as other real property........... 
receiver of insolvent association may sell 
Public money: 
certificate bearing interest issued for deposits. . 
certificate of deposit redeemed at discretion of 
Secretary of the Treasury...... 
deposits, farm-loan bonds accepted as : security 
LOPS have horses cep rocce soiree eran eee 


1 @: Bhim “We! 6). 0m: 


limit placed on aggregate 
PLOVISIOUS forse eer eC ee 
Government depositaries, land banks desig- 
Hated. asec Odevermm ee eon oe ete ee 
investment in mortgage loans or farm-loan 
bouds|prohibired#eese ace eee 


R 


Real estate. See Property. 
Reappraisal. See Appraisal. 
Receivers: 


appointment....., POR MIOREG Inno wore Nee ACaC 
¥See note page 185, 


9 0.0/8) 0.414) © w Slee! sie scene 
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31 175-6 
31 177-8 
31 175 
31 | 175-179 
* * 

* * 

* * 

* * 

* * 

13 146 
II 139 
13 146 
26 169 
26 | 169-170 
29 172 
32 180 
32 180 
27 170 
32 180 
32 180 
32 180 
6 126 
6 127 
29 171 
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Section Page 
Receivers :— Continued 
band tequsred. © Vaiss tie Seen te tee 29 17I 
national farm-loan associations, collections 
deposited with Treasurer of United States 29 172 
contingent liability determined by......... 29 173 
report to’ Farm Loan Board..........«.... 2 172 
to settle debts and sell property........... 29 172 
to take books and collect assets........... 29 172 
Redemption: 
assignment of mortgages and bonds to farm- 
loan registrar must provide for right of... 19 158 
Registrars. See Farm-loan registrars. 
Reports: 
appraisal, forms prescribed by Federal Farm 
Loan Board saawecr ee rece ee 10 138 
Federal Farm Loan Board, annual........... 2 116 
Federal land banks, employees, schedule of 
salaries to be submitted 2. ....0s.snee. - 2 115-6 
land-bank appraisers, upon land offered for 
SECULLLYZI. chic kine Mae sho Ene eee 10 138 
land-bank examiners, made to Farm Loan 
Commissioner semiannually............. 28 17I 
loan committee, on lands offered for security. . 10 137 
national farm-loan associations increase in 
Capital stock, quarterly .ceie oie a) oe 8 134-5 
receiver of farm-loan associations, to Farm 
Loans boardiecnstn ke eee 29 172 
Reserves: 
land banks, amounts defaulted debited to.... 23 166 
dividends not paid if impaired............ 23 166 
investment directed by Farm Loan Board. . 23 167 
Five per cent retained annually after 20-per- 
cent iund acctmulateds7...-40.666 5-2. 23 166 
PLOVISIONS [OP amis so sesinig dea sae aman oes 2 166-7 
to equal 20 per cent of capital stock........ 2 166 
to retain 25 per cent of net earnings semi- 
UIVENUI ALLL We reper es rags mache oe Cala ea call oi eauesisreret 28 167 
national farm-loan associations, dividends not 
Paidistwamaparred ae-teyas cece sees Me ho eee 24 167 
investment directed by Farm Loan Board... 24 168 
Two per cent retained annually after 20-per- 
Cent tund accumulated. cijscrss aise: 24 167 
PLOVISIONS LOK ete re cielo nce eres eka ie 24 167-8 
to equal 20 per cent of capital stock....... 24 167 
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Reserves :—Continued 
to retain 10 per cent of net earnings semi- 
amnitiallly. ea atpenctrore trateteta «| oud elec era eelenaie rere 
Retirement: 
farm-loan bonds, at option of land banks after 
LIVE WCALSa 2s siierete Sela eee a ele neice erate 


Ss 


Secret Service Division: 
available to detect person or persons violating 
PLOVASIONG:OF HCCLON Fierce nce erence 
Secretary of the Treasury: 
capital stock of Federal land banks, must sub- 
scribe for shares not otherwise taken..... 
certificate for Government deposits redeemed 
atieiscretiom Ola.) erisere slik aces 
direct use of Secret Service Division to detect 
VIOlSPHONSTOn OCCULOlE Otiun aharn ate eee 
farm-loan bonds, expenses incurred in prepa- 
TAO OL sto. De paid Dyers eae een 
plates, dies, etc., to be retained by........ 
preparation in form as approved by Farm 
ToaneB OBL sre cnsis she tenia cies aeiernts 
reimbursed by Farm Loan Board for ex- 
PEWSEIOL PFEPAriae yee co terete eee el. 
Federal Farm Loan Board, date and place of 
first meeting fixed by.. ne 
Government depositaries, designated by. ane 
required. to give security... t.ccce esse eae. 
member of Federal Farm Loan Board....... 
receiver’s collections, deposited at interest... . 
temporary deposits of public money in Federal 
lan Clallam ice comreran scoxoeatd ner act mien eae 
Secretary-treasurer, national farm-loan associa- 
tions: 
affidavit relative to organizers of farm-loan 
ASSOGIALIONS. sroteterewiawinlctstacierciels : 
UO POUMIMENt preen ee euereeetr a tenses saueie at eens 
Don derecied se mx nia sebtareterercirerretcerareee tere 
compensation fixed by directors.............. 
custodian of securities, records, etc........... 
GUbLEGs ace rau tae icheyse re ET 
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Section Page 
Secretary-treasurer:—Continued 
mortgage loan applications filed with......... 9 137 
hot required to be shareholder................ 7 131 
UATLORLY TepOLre TCG UITEC an ah ears hire ok i 129 
Salary atid EXPCNSeagternusis oo skal access « 7 130 
statements of condition of association required 7 129 
Silpervisiompor loans DY. aeenie ea. okies oes eee i 129 
Securities: 
additional, land banks required to give...... 19 159 
application for bond issue granted or refused 
alive investiga lion ses sistema a keke ee 18 156-7 
bonds of United States or first mortgages on 
farm lands as collateral for farm-loan 
bonds Pacacce ot seein pans otis Sees eek ceo 21 162 
capital stock, of farm-loan associations held 
as Gollateralre emir vines aoe meotne vs ook 8 134 
of Federal land banks held as collateral. .... 7 133 
collateral bonds and mortgages may be sub- 
stituted by similar mortgages, etc....... 22 163 
collateral for bonds, deposited as ra yy 
Farm Loan Board.. Neve eee asa ae 19 158 
deposited with farm- loan registrar. Pate bales 2 112 
farm-loan bonds accepted for public deposits. . oA 170 
farm-loan registrar, can receive only qualified 
first mortgages to secure bond issue..... 19 158 
must return collateral security to land banks 
upon rejection of bond issue............ 19 157 
must see that collateral security covers out- 
standing farm=loan bondss.....s-.... 2. 19 159 
shall retain in his custody collateral security 
on approval of bond isstieli 26.0 4.5.:- 19 157-8 
Federal land banks, may accept for deposit, 
from national farm-loan associations... .. 13 146 
may deposit in Federal Reserve member 
PveuESRyeosecenstcae tat sia sworn eae oid Gels © Henle me 13 146 
Government deposits, securities required..... 6 127 
temporary, securities required............. 32 180 
investments representing trust funds to be de- 
posited with registrar as substituted col- 
daverallteecc hae ota eae cer os Hea ee 22 165 
mortgages, ineligible for farm-loan bonds dur- 
ing continuance of defective State laws. .. 30 174 


ineligible for farm-loan bonds previous to 
examination of State laws.............- 30 174-5 
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Securities :— Continued 
may be hypothecated by Federal land banks 

as security for farm-loan bonds.......... 

on farm lands tendered as collateral security 

for bond Sissulehra ace aieisdetas cicle eoteteriers etetel 
schedule to accompany application for bond 


{rarishMuted Hy LeCistrate ce) taste cence: 
United States bonds tendered by land banks 
for bond issties. susec saa ie stirs tere 
withdrawal of collateral on surrender of farm- 
foanr bonds ax. sr vac caso eee tre satanegets cee ieve 
Senate: 
borrowers’ names may be ordered disclosed 
SY Secs tials mevistee ct mas ements Sieh eRe eee 
Federal Farm Loan Act, chronology of bill 
(S. 2986) in Sixty- fourth Congress...... 
personnel of committees which considered 
Federal farm-loan bills, Sixty-fourth Con- 
STESSS es Perse en fo idle hale Wistate sonomsremte wreeres 
Shareholders: 
joint-stock land banks, responsibility........ 
same voting privileges as shareholders in na- 
tional banking associations.............. 
taxable on shares as in national banks..... 
national farm-loan associations,directors must 


mitstibe borrowersaascoe ce cere ete oe 
part of loan may be used to be pay for 
StOCK ae. accle co ame scale maton saree cw aerate 
power to indorse mortgages taken by Fed- 
eralilandibankss:termumcenccrteroe ae casktek tee 
TESHOMSIOULCY aerenetate Meas! cote ters there muon tte stoner 
stock interests assumed by purchaser of 
morteagedaand fa. ac .oatds weet ast take 
stock interests of borrower assumed by legal 
representatives in case of death......... 
Vvotime limit vc alerclec scl aire ts eo) xa Mouse tereee te ae 
State legislation 
States: 
agencies of Federal land banks limited to 
banking corporations chartered by...... 
Governor, statement prepared by Farm Loan 


Board on request 
*See note page 185. 
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States :—Continued 
laws, examination, by Farm Loan Commis- 
SOBET. pee ae rete | ccs  chae ok. 30 174 
examination, commissioner may require aid 
olAttomey: General..0e0.2 css oo... 30 175 
examination, special counsel may be em- 
Dloved tewcntncinc etre gion CAN eee ee 30 175 
Stockholders: 
borrowers through agents of Federal land 
banks must subscribe stock in Federal 
WOME HORI eee. cs ass eee ook koe. 15 148 
Federal land banks cannot accept deposits ex- 
CEDL ATOM er nite die tieot et ee 14 147 
Surety bonds. See Bonds, official. 
an 
Taxation: 
EXE CLON LTOMee ene ieee Meioie Sistere teats 26 168-9 
farm-loan bonds exempted from............. 21,26 | 162, 169 
Federal land banks exempted from.......... 26 168-9 
joint-stock land banks, shareholders taxable 
on shares, as in national banks.......... 26 169 
mornisaves excerpted tombe rine baer: 26 169 
national farm-loan associations exempted from 26 168-9 
real estate held by bank or association not ex- 
EM Ped eee cee ee ee 26 169 
real property of land banks and associations 
taxable as other real property........... 26 169 
Taxes: 
on mortgaged land, borrower shall pay...... 12 143 
report on delinquent taxes required....... 7 130 
taxes paid by mortgagee shall become part 
GignOrbpace deb Usman vant eer ae 12 143 
Titles. See Land titles. 
Treasurer of United States: 
receiver of farm-loan associations to pay over 
collections tows oe, Ve re 29 172 
Treasury: 
farm-loan bonds to be held subject to delivery 
by order of Farm Loan Board.......... 20 160 


Treasury, Secretary of. See Secretary of the 
Treasury. 
Trust funds: 
investment in farm-loan bonds...........-.. 





27 170 


228 THE FEDERAL FARM-LOAN 





Section 





U 
United States: 
division into land-bank districts............. 
see also Government of United States. 
United States bonds. See Bonds, United States. 
United States Commission: 
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Voluntary Liquidation. See liquidation. 
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APPENDIX C 


BIBLIOGRAPHY 


The following list of books, documents, and pam- 
phlets, while not exhaustive, is sufficiently complete 
for the student who seeks a comprehensive knowledge 
of the subject of rural credits. Brief observations are 
made on the general nature of the books listed, with a 
view to further assisting the student. The documents 
and pamphlets are in the nature of official reports or 
statements, their contents being indicated by their 
longer title—Tur AuTuor. 


BOOKS, DOCUMENTS, AND PAMPHLETS ON RURAL CREDITS 
AND RELATED SUBJECTS 


Agricultural Credit, Edna D. Bullock. This is a com- 
pilation of articles on rural credits in different 
countries, written by various authorities and edited 
by Edna D. Bullock (White Plains, New York, 
IQIS). 

Agricultural Credit and Co-operation in Germany, J. A. 
Cahill. Report to the British Board of Agriculture 
and Fisheries of an Inquiry into Agricultural Credit 
and Agricultural Co-operation in Germany (Wash- 
ington, 1914), (Sixty-third Congress, First Session, 
Senate Document 17). 
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Agricultural Credit: General Theory of Co-operative 
Credit in France and Other Foreign Countries, 
Maurice Du Fourmantelle, tr. from the French by 
Pauline Carter Biddle (Washington, 1912), (Sixty- 
second Congress, Second Session, Senate Docu- 
ment 572). 

“Agricultural Economics,” H. C. Taylor, chap. xvi, 
in Farm Credit and the Rate of Interest (New York, 
I9IQ). 

American Commission to Investigate and Study 
Agricultural Credit in Europe. Agricultural Co- 
operation and Rural Credit in Europe, Report. 
Part I, Observations. Part II, Minority Report, 
Observations and Recommendations (Washington, 
1914), (Sixty-third Congress, Second Session, Senate 
Document 261). 

American Commission to Investigate and Study 
Agricultural Credit in Europe, and United States 
Commission to Investigate Rural Credit, Report. 
Part I, Agricultural Co-operation and Rural Credit 
in Europe. Part II, Bibliography (Washington, 
1913), (Sixty-third Congress, Second Session, Senate 
Document 214). 

Co-operative Credit in Certain European Countries and 
Their Relation to Agricultural Interests (1892), E. 
T. Peters (Washington, 1915), (United States De- 
partment of Agriculture, Miscellaneous Series, 
Report No. 3). 

Co-operative Credit in the United States, H. W. Wolff. 
Mr. Wolff, an English authority on rural credits, 
has written many able treatises on the subject. In 
this book he has treated the subject in a different 
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manner. While it is of value as a philosophical 
exposition of rural credits by one whose knowledge 
of the subject is considerable, it lacks the definite, 
as distinguished from the philosophic, method of 
treatment (New York, 1917). 

Costs and Sources of Farm-mortgage Loans in the 
United States, C. W. Thompson (United States 
Department of Agriculture, Bulletin No. 384). 

Federal Farm Loan Board. First Annual Report, 
covering the period from the organization of the 
board up to November 30, 1917 (Washington, 1918), 
(Sixty-fifth Congress, Second Session, House Docu- 
ment 714). 

Federal Farm Loan Board. Second Annual Report, 
covering the period for the fiscal year ended Novem- 
ber 30, 1918 (Washington, 1919), (Sixty-fifth Con- 
gress, Third Session, House Document 1624). 

Federal Farm Loan Board. Third Annual Report, 
covering the period for the fiscal year ended Novem- 
ber 30, 1919 (Washington, 1920), (Sixty-fifth Con- 
gress, Second Session, House Document 553). 

Federal Farm Loan Board. Fourth Annual Report, 
covering the period for the year ended December 
31, 1920 (Washington, 1921), (Sixty-sixth Congress, 
Third Session, House Document 998). 

Federal Farm Loan Board. Circular No.1. National 
Farm Loan Associations—Organization, Manage- 
ment, Powers, and Limitations (Washington, 1917). 

Federal Farm Loan Board. Circular No. 2. How 
Farmers May Form a National Farm Loan Asso- 
ciation (Washington, 1919). 

Federal Farm Loan Board. Circular No. 3. (Revised.) 


232 THE FEDERAL FARM-LOAN 


The Improved Farm Mortgage. A story illustrating 
the practical application of the Federal Farm Loan 
Act (Washington, 1919). 

Federal Farm Loan Board. Circular No. 4. The 
Federal Farm Loan Act (Washington, 1917). 

Federal Farm Loan Board. Circular No. 5. The 
Farm Loan Primer. Here you will find in brief 
form answers to the questions most frequently 
asked about the Federal Farm Loan Act (Washing- 
ton, 1919). 

Federal Farm Loan Board. Circular No. 7. Killing 
Off Mortgages. A description of the methods of 
Amortization and their benefits to borrowers (Wash- 
ington, 1919). 

Federal Farm Loan Board. Circular No. 10. Rulings 
and Regulations of the Federal Farm Loan Board, 
to June 30, 1919, in matters pertaining to the 
Federal Farm Loan Act (Washington, 1919). 

Federal Farm Loan Board. Circular No. 11.. Amend- 
ments to the Federal Farm Loan Act (Washington, 
1920). 

Federal Farm-loan System, The. Herbert Myrick (New 
York, 1916). 

How to Use Farm Credit, T. N. Carver (Washington, 
1914), (United States Department of Agriculture, 
Farmers’ Bulletin 593). 

International Institute of Agriculture. Adaptation of 
the European Credit System to Meet the Needs of 
the American Farmer (Washington, 1912), (Sixty- 
second Congress, Second Session, Senate Document 
855). 

International Institute of Agriculture. Outline of the 
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European Co-operative Credit Systems (Washing- 
ton, 1912), (Sixty-second Congress, Second Session, 
Senate Document, 574). 

International Institute of Agriculture. ‘“‘The Way 
Out of the Rut.” European Co-operative Rural 
Credit Systems (Washington, rorz2), (Sixty-second 
Congress, Third Session, Senate Document 966). 

Joint Committee on Rural Credits of the United 
States Congress. Report on Rural Credits, including 
a draft of a proposed bill to provide a system of 
land-mortgage credits in the United States under 
Federal supervision (Washington, 1916), (Sixty- 
fourth Congress, First Session, House Document 
494). 

Land Credits, Dick T. Morgan. A Plea for the Amer- 
ican Farmer. This book was written during the 
height of the discussion on rural credits, just pre- 
ceding the passage of the Federal Farm Loan Act. 
It contains many worthy and constructive sugges- 
tions concerning the rural-credit bills then pending, 
and is also of value to the student as a historical 
reference book (New York, 191s). 

Notes on Agricultural Credit Systems Abroad, Le Roy 
Hodges (Sixty-second Congress, Third Session, 
House Document 1435). 

“Outlines of Economics,” R. T. Ely, in Farm Indebted- 
ness and Agricultural Credit, pp. 609-615 (New 
York, 1919). 

Principles of Rural Credits, James B. Morman. The 
material for this book was taken largely from Senate 
Document No. 214, Sixty-third Congress, which 
constituted the report of both the United States 
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and the American commissions. Not only does the 
author place the material in this immense report in 
readable form, but draws many valuable lessons 
from it (New York, 1915). 

Rural Credit in Germany, H. C. Price (Ohio State Uni- 
versity, 1913). 

Rural Credits, Frederic J. Haskin (Washington, 1913), 
(Sixty-third Congress, Second Session, Senate Docu- 
ment 200). 

Rural Credits: Land and Co-operative, M. T. Herrick 
and R. Ingalls. This book is the most widely read 
and best-known presentation of the subject. It 
deals largely with rural-credit systems established 
in foreign countries, although there are a number of 
chapters outlining the forms and nature of agri- 
cultural credit which are of exceptional value (New 
York, 1919). 

United States Commission to Investigate Agricultural 
Credit. Land-mortgage or Long-term Credit; Per- 
sonal or Short-term Credit (Washington, 1914), 
(Sixty-third Congress, Second Session, Senate Docu- 
ment 380, Parts I-III). 

United States Commission to Investigate Agricultural 
Credit. National Farm-land Banks. Interpreta- 
tion of H. R. 12585. A bill to establish Farm-land 
banks (Washington, 1914), (Sixty-third Congress, 
Second Session, House Document 679). 

Unites States Department of Agriculture. Farmers’ 
Bulletin 792. How the Federal Farm Loan Act 
Benefits the Farmer, C. W. Thompson (Washington, 
1917). 

United States. National Monetary Commission. 
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Canadian Banking System. Co-operative People’s 
Banks of Canada, pp. 149-173, Alphonse Dejardins. 

United States. National Monetary Commission. 
Miscellaneous Articles on German Banking, chap. v. 
The Land Mortgage Associations (Landschaften), 
Dr. J. Hermes (Washington, 1910). 

United States. State Department. Information 
Division. Preliminary Report on Land and Agri- 
cultural Credit in Europe, including the letter of 
President William H. Taft to the Governors of 
States and the Recommendations of Ambassador 
Myron T. Herrick in connection with the proposal of 
President Taft to introduce Co-operative Credit in 
the United States (Washington, 1912), (Sixty- 
second Congress, Third Session, Senate Document 
967). 
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APPENDIX D 
SUPREME COURT OF THE UNITED STATES 


No. 199.—OcTOBER TERM, 1920 


Charles E. Smith Appeal from the Dis- 


Appellant, trict Court of the 
US. United States for the 


Kansas City Title & Trust| Western District of 
Company. et al., Appellees. Missouri. 


[February 28, 1921.] 
Mr. Justice Day delivered the opinion of the Court. 


A bill was filed in the United States District Court 
for the Western Division of the Western District of 
Missouri by a shareholder in the Kansas City Title 
& Trust Company to enjoin the Company, its offi- 
cers, agents and employees from investing the funds 
of the Company in farm-loan bonds issued by Fed- 
eral Land Banks or Joint Stock Land Banks under 
authority of the Federal Farm Loan Act of July 17, 
1916, 39 Stat. 360, as amended January 18, 1918, 
40 Stat. 431. 

The relief was sought on the ground that these 
Acts were beyond the constitutional power of Con- 
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gress. The bill avers that the Board of Directors of 
the Company are about to invest its funds in the 
bonds to the amount of $10,000 in each of the 
classes described, and will do so unless enjoined by 
the court in this action. The bill avers the formation 
of twelve Federal Land Banks, and twenty-one Joint 
Stock Land Banks under the provisions of the Act. 
As to the Federal Land Banks, it is averred that 
each of them has loaned upon farm lands large 
amounts secured by mortgage, and after depositing 
the same with the Farm Loan Registrar, has exe- 
cuted and issued collateral trust obligations called 
Farm Loan Bonds, secured by the depositing of an 
equivalent amount of farm mortgages and notes; 
and that each of said Federal Land Banks has sold, 
and is continuing to offer for sale, large amounts of 
said farm-loan bonds. The bill also avers that vari- 
ous persons in different parts of the United States 
have organized twenty-one Joint Stock Land Banks, 
the capital stock of which is subscribed for and 
owned by private persons; that the Joint Stock 
Land Banks have deposited notes and mortgages 
with the Farm Loan Registrar, and issued an equiva- 
lent amount of collateral trust obligations called 
Farm Loan Bonds, which have been sold and will 
be continued to be offered for sale to investors in 
large amounts in the markets of the country. A 
statement is given of the amount of deposits by the 
Secretary of the Treasury with the Federal Land 
Banks, for which the banks have issued their cer- 
tificates of indebtedness bearing interest at 2% per 
annum. It is averred that on September 30, 1919, 
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Federal Land Banks owned United States bonds of 
the par value of $4,230,805; and the Joint Stock 
Land Banks owned like bonds of the par value of 
$3,287,503 on August 31, 1919; that pursuant to 
the provisions of the Act the Secretary of the Treas- 
ury has invested $8,892,130 of the public funds in 
the capital stock of the Federal Land Banks, and 
that on July 1, 1919, the Secretary of the Treasury 
on behalf of the United States held $8,265,809 of 
the capital stock of the Federal Land Banks; that 
pursuant to the provisions of Section 32 of the Act, 
as amended, the Secretary of the Treasury has pur- 
chased farm-loan bonds issued by the Federal Land 
Banks of the par value of $149,775,000; that up to 
September 30, 1919, bonds have been issued under 
the Act by the Federal Land Banks to the amount 
of $285,600,000, of which about $135,000,000 are 
held in the Treasury of the United States, purchased 
under the authority of the amendment of January 
19, 1918; that up to September 30, 1919, twenty- 
seven Joint Stock Land Banks have been incor- 
porated under the Act, having an aggregate capital 
of $8,000,000, all of which has been subscribed and 
$7,450,000 paid in; that bonds have been issued by 
Joint Stock Land Banks to the amount of $41,- 
000,000, which are now in the hands of the public; 
that the Secretary of the Treasury up to the time of 
the filing of the bill has not designated any of the 
Federal Land Banks nor the Joint Stock Land Banks 
as depositaries of public money, nor except as stated 
later in the bill, has he employed them or any of 
them as financial agents of the Government, nor 
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have they or any of them performed any duties as 
depositaries of public money, nor have they or any 
of them accepted any deposits or engaged in any 
banking business. The bill avers that during the 
summer of 1918 the Federal Land Banks at Wichita, 
St. Paul and Spokane were designated as financial 
agents of the Government for making seed-grain 
loans to farmers in drought-stricken sections, the 
President having at the request of the Secretary of 
Agriculture set aside $5,000,000 for that purpose 
out of the $100,000,000 war funds. The three banks 
mentioned made upwards of 15,000 loans of that 
character, aggregating a sum upwards of $4,500,000, 
and are now engaged in collecting these loans, all of 
which are secured by crop liens; that these banks 
act in that capacity without compensation, receiv- 
ing only the actual expenses incurred. 

Section 27 of the Act provides that farm-loan 
bonds issued under the provisions of the Act by Fed- 
eral Land Banks or Joint Stock Land Banks shall 
be a lawful investment for all fiduciary and trust 
funds, and may be accepted as security for all public 
deposits. The bill avers that the defendant Trust 
Company is authorized to buy, invest in and sell 
Government, State and municipal and other bonds, 
but it cannot buy, invest in or sell any such bonds, 
papers, stocks or securities which are not authorized 
to be issued by a valid law or which are not invest- 
ment securities, but that nevertheless it is about to 
invest in farm-loan bonds; that the Trust Company 
has been induced to direct its officers to make the 
investment by reason of its reliance upon the pro- 
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visions of the Farm Loan Acts, especially sections 
21, 26 and 27, by which the Farm Loan Bonds are 
declared to be instrumentalities of the Government 
of the United States, and as such with the income 
derived therefrom, are declared to be exempt from 
Federal, State, Municipal and local taxation, and 
are further declared to be lawful investments for all 
fiduciary and trust funds. The bill further avers 
that the Acts by which it is attempted to authorize 
the bonds are wholly illegal, void and unconstitu- 
tional and of no effect because unauthorized by the 
Constitution of the United States. 

The bill prays that the Acts of Congress authoriz- 
ing the creation of the banks, especially sections 26 
and 27 thereof, shall be adjudged and decreed to be 
unconstitutional, void and of no effect, and that the 
issuance of the farm-loan bonds, and the taxation 
exemption feature thereof, shall be adjudged and 
decreed to be invalid. 

The First Joint Stock Land Bank of Chicago and 
the Federal Land Bank of Wichita, Kansas, were 
allowed to intervene and became parties defendant 
to the suit. The Kansas City Title & Trust Com- 
pany filed a motion to dismiss in the nature of a 
general demurrer, and upon hearing the District 
Court entered a decree dismissing the bill, from this 
decree appeal was taken to this court. 

No objection is made to the Federal jurisdiction, 
either original or appellate, by the parties to this 
suit, but that question will be first examined. The 
Company is authorized to invest its funds in legal 
securities only. The attack upon the proposed in- 
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vestment in the bonds described is because of the 
alleged unconstitutionality of the Acts of Congress 
undertaking to organize the banks and authorize the 
issue of the bonds. No other reason is set forth in 
the bill as a ground of objection to the proposed 
investment by the Board of Directors acting in the 
Company’s behalf. As diversity of citizenship is 
lacking, the jurisdiction of the District Court de- 
pends upon whether the cause of action set forth 
arises under the Constitution or laws of the United 
States. Judicial Code, Sec. 24. 

The general rule is that where it appears from the 
bill or statement of the plaintiff that the right to 
relief depends upon the construction or application 
of the Constitution or laws of the United States, and 
that such Federal claim is not merely colorable, and 
rests upon a reasonable foundation, the District 
Court has jurisdiction under this provision. 

At an early date, considering the grant of constitu- 
tional power to confer jurisdiction upon the Federal 
Courts, Chief-Justice Marshall said: 


“A case in law or equity consists of the right of the one party, 
as well as of the other, and may truly be said to arise under the 
Constitution or a law of the United States whenever its correct 
decision depends upon the construction of either,’ Cohens v. Vir- 
ginia, 6 Wheat. 264, 379; and again, when “‘the right or title set 
up by the party may be defeated by one construction of the Con- 
stitution or law of the United States, and sustained by the op- 
posite construction,’ Osborn v. Bank of the United States, 9 
Wheat. 738, 822. These definitions were quoted and approved 
in Patton v. Brady, 184 U. S. 608, 611, citing Gold Washing Co. 
v. Keyes, 96 U. S. 199, 201; Tennessee ». Davis, 100 U.S. 257; 
White v. Greenhow, 114 U. S. 307; Railroad Company v, Missis- 
sippi, 102 U.S. 135, 139. 
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This characterization of a suit arising under the 
Constitution or laws of the United States has been 
followed in many decisions of this and other Federal 
courts. See Macon Grocery Company v. Atlantic 
Coast Line, 215 U. S. 501, 506, 507; Shulthis v. 
McDougal, 225 U. S. 560, §3. The principle was 
applied in Brushaber v. Union Pacific Co., 240 U. 5. 
1, in which a shareholder filed a bill to enjoin the 
defendant corporation from complying with the in- 
come tax provisions of the Tariff Act of October 3, 
1913. In that case while there was diversity of citi- 
zenship, a direct appeal to this court was sustained 
because of the constitutional questions raised in the 
bill, which had been dismissed by*the court below. 
The repugnancy of the statute to the Constitution 
of the United States, as well as grounds of equitable 
jurisdiction, were set forth in the bill, and the right 
to come here on direct appeal was sustained because 
of the averments based upon constitutional objec- 
tions to the Act. Reference was made to Pollock v. 
Farmers’ Loan & Trust Company, 157 U. 8S. 429, 
where a similar shareholder’s right to sue was main- 
tained, and a direct appeal to this court from a 
decree of the Circuit Court was held to be authorized. 

In the Brushaber case the Chief Justice, speaking 
for the Court said: 


The right to prevent the corporation from returning and pay- 
ing the tax was based upon many averments as to the repugnancy 
of the statute to the Constitution of the United States, of the 
peculiar relation of the corporation to the stockholders and their 
particular interests resulting from many of the administrative 
provisions of the assailed act, of the confusion, wrong and multi- 
plicity of suits and the absence of all means of redress which 
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would result if the corporation paid the tax and complied with 
the act in other respects without protest, as it was alleged it was 
its intention to do. To put out of the way a question of juris- 
diction, we at once say that in view of these averments and the 
ruling in Pollock v, Farmers’ Loan & Trust Company, 157 U.S. 
429, sustaining the right of a stockholder to sue to restrain a cor- 
portation under proper averments from voluntarily paying a tax 
charged to be unconstitutional on the ground that to permit 
such a suit did not violate the prohibitions of Section 3224, Rev. 
Stat., against enjoining the enforcement of taxes, we are of 
opinion that the contention here made that there was no juris- 
diction of the cause since to entertain it would violate the provi- 
sions of the Revised Statutes referred to is without merit... . 
Aside from averments as to citizenship and residence, recitals 
as to the provisions of the statute and statements as to the busi- 
ness of the corporation contained in the first ten paragraphs of 
the bill advanced to sustain jurisdiction, the bill alleged twenty- 
one constitutional objections specified in that number of para- 
graphs or subdivisions. As all the grounds assert a violation of 
the Constitution, it follows that in a wide sense they all charge a 
repugnancy of the statute to the Sixteenth Amendment under the 
more immediate sanction of which the statute was adopted. 


The jurisdiction of this court is to be determined 
upon the principles laid down in the cases referred to. 
In the instant case the averments of the bill show 
that the directors were proceeding to make the in- 
vestments in view of the Act authorizing the bonds 
about to be purchased, maintaining that the Act 
authorizing them was constitutional and the bonds 
valid and desirable investments. The objecting 
shareholder avers in the bill that the securities were 
issued under an unconstitutional law, and hence of 
no validity. It is, therefore, apparent that the con- 
troversy concerns the constitutional validity of an Act 
of Congress which is directly drawn in question. The 
decision depends upon the determination of this issue. 
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The genera: allegations as to the interest of the 
shareholder, and his right to have an injunction to 
prevent the purchase of the alleged unconstitutional 
securities by misapplication of the funds of the ccr- 
poration, gives jurisdiction under the principles set- 
tled in Pollock v. Trust Company, and Brushaber v. 
Union Pacific Company, supra. We are, therefore, 
of the opinion that the District Court had jurisdic- 
tion under the averments of the bill, and that a 
direct appeal to this court upon constitutional 
grounds is authorized. 

We come to examine the questions presented by 
the attack upon the constitutionality of the legisla- 
tion in question. The Federal Farm Loan Act is 
too lengthy to set out in full. It is entitled: 


An act to provide capital for agricultural development, to 
create standard forms of investment based upon farm mortgage, 
to equalize rates of interest upon farm loans, to furnish a market 
for United States bonds, to create government depositaries and 
financial agents for the United States, and for other purposes. 


The administration of the Act is placed under the 
direction and control of a Federal Farm Loan Bureau 
established at the seat of Government in the Treas- 
ury Department, under the general supervision of 
the Federal Loan Board consisting of the Secretary 
of the Treasury and four members appointed by the 
President, by and with the advice and consent of 
the Senate. The United States is divided into twelve 
districts for the purpose of establishing Federal Land 
Banks. Each of the banks must have a subscribed 
capital of not less than $750,000, divided into shares 
of $5.00 each, which may be subscribed for by any 
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individual, firm or corporation, or by the govern- 
ment of any State, or of the United States. No 
dividends shall be paid on the stock owned by the 
United States, but all other stock shall share in divi- 
dend distributions without preference. The Federal 
Farm Loan Board is to designate five directors who 
shall temporarily manage the affairs of each Federal 
Land Bank, and who shall prepare an organization 
certificate which, when approved by the Federal 
Farm Loan Board and filed with the Farm Loan 
Commissioner, shall operate to create the bank a 
body corporate. The Federal Farm Loan Board is 
required to open books of subscription for the capital 
stock of each Federal Land Bank, and if within 
thirty days thereafter any part of the minimum 
capitalization of $750,000 of any such bank shall 
remain unsubscribed, it is made the duty of the 
Secretary of the Treasury to subscribe the balance 
on behalf of the United States. 

The Amendment of January 18, 1918, authorizes 
the Secretary of the Treasury to purchase bonds 
issued by Federal Land Banks, and provides that 
the temporary organization of any such bank shall 
be continued so long as any farm-loan bonds shall 
be held by the Treasury, and until the subscription 
to stock in such bank by National Farm Loan As- 
sociations shall equal the amount of the stock held 
by the United States Government. When these 
conditions are complied with a permanent organi- 
zation is to take over the management of the bank, 
consisting of a Board of Directors composed: of nine 
members, three of whom shall be known as district 
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directors and shall be appointed by the Farm Loan 
Board, who shall represent the public interest, six 
of whom to be known as local directors shall be 
chosen by and be representative of national farm- 
loan associations. 

Federal Land Banks are empowered to invest their 
funds in the purchase of qualified first mortgages on 
farm lands situated within the Federal Land Bank 
District within which they are organized or acting. 
Loans on farm mortgages are to be made to co- 
operative borrowers through the organization of 
corporations known as National Farm Loan Asso- 
ciations, by persons desiring to borrow money on 
farm-mortgage security under the terms of the Act. 
Ten or more natural persons who are the owners of 
or are about to become the owners of farm land 
qualified as security for mortgage loans, and who 
desire to borrow money on farm-mortgage security, 
may unite to form a National Farm Loan Association. 
The manner of forming these associations, and the 
qualifications for membership, are set out in the Act. 

A loan desired by each such person must be for 
not more than $10,000 nor less than $100, and the 
aggregate of the desired loans not less than $20,000. 
The application for loan must be accompanied by 
subscriptions to stock of a Federal Land Bank equal 
to 5% of the aggregate sum desired on the mort- 
gage loan. Provision is made for appraisal of the 
land, and report to the Federal Farm Loan Board. 
No persons but borrowers on farm-loan mortgages 
shall be members or shareholders of National Farm 
Loan Associations. 
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Shareholders in Farm Loan Associations are made 
individually responsible for the debts of the Asso- 
ciation to the extent of the amount of the stock 
owned by them respectively, in addition to the 
amount paid in and represented by their shares. 

When any National Farm Loan Association shall 
desire to secure for any member a loan on first 
mortgage from the Federal Land Bank in its district, 
it must subscribe to the capital stock of the Federal 
Land Bank to an amount of 5% of such loan, which 
capital stock shall be held by the Federal Land 
Bank as collateral security for the payment of the 
loan, the Association shall be paid any dividends 
accruing and payable on the capital stock while it 
is outstanding. Such stock may, in the discretion 
of the directors and with the approval of the Federal 
Farm Loan Board, be paid off at par and retired, 
and shall be so retired upon the full payment of the 
mortgage loan. In such event, the National Farm 
Loan Association must pay off at par and retire 
the corresponding shares of its stock which were 
issued when the Land Bank stock so retired was 
issued; but it is further provided that the capital 
stock of the Land Bank shall not be reduced to less 
than 5% of the principal of the outstanding farm- 
loan bonds issued by it. The shares in National 
Farm Loan Associations shall be of the par value 
of $5.00 each. 

At least 25% of that part of the capital of any 
Federal Land Bank for which stock is outstanding 
in the name of National Farm Loan Associations 
must be held in quick assets. Not less than 5% of 
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such capital must be invested in United States Gov- 
ernment Bonds. 

The loans which Federal Land Banks may make 
upon first mortgages on farm lands are provided for 
in Section 12 of the Act. By Section 13 these banks 
are empowered, subject to the provisions of the Act, 
to issue and sell farm-loan bonds of the kind de- 
scribed in the Act, and to invest funds in their pos- 
session in qualified first mortgages on farm lands, 
to receive and to deposit in trust with the Farm 
Loan Registrar, to be held by him as collateral 
security for farm-loan bonds, first mortgages upon 
farm lands, and, with the approval of the Farm 
Loan Board, to issue and to sell their bonds secured 
by the deposit of first mortgages on qualified farm 
lands as collateral, in conformity with the provisions 
of Section 18 of the Act. By the Amendment of 
January 18, 1918, the Secretary of the Treasury was 
empowered during the years 1918 and 1919 to pur- 
chase farm-loan bonds issued by Federal Land Banks 
to an amount not exceeding $100,000,000 each year, 
and any Federal Land Bank was authorized at any 
time to repurchase at par and accrued interest, for 
the purpose of redemption or resale, any of the bonds 
so purchased from it and held in the United States 
Treasury. 

It is also provided that the bonds of any. Federal 
Land Bank so purchased and held in the Treasury 
one year after the termination of the pending war 
shall, upon thirty days’ notice from the Secretary 
of the Treasury, be redeemed and repurchased by 
such bank at par and accrued interest. By Section 
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15 it is provided that whenever, after the Act shall 
have been in effect for one year, it shall appear to 
the Federal Farm Loan Board that national farm- 
loan associations have not been formed and are not 
likely to be formed, in any locality, because of pecul- 
iar local conditions, the Board may in its discretion 
authorize Federal Land Banks to make loans on 
farm lands through agents approved by the Board, 
on the terms and conditions and subject to the 
restrictions prescribed in that section. 

The Act also authorizes the incorporation of Joint 
Stock Land Banks, with capital provided by private 
subscription. They are organized by not less than 
ten natural persons, and are subject to the require- 
ments of the provisions of Section 4 of the Act so 
far as applicable. The board of directors shall con- 
sist of not less than five members. Each shareholder 
shall have the same voting privileges as the holders 
of shares in National Banking Associations, and shall 
be held individually responsible, equally and ratably, 
and not one for another, for all contracts, debts, and 
engagements of such bank to the extent of the 
amount of stock owned by them at the par value 
thereof, in addition to the amount paid in and repre- 
sented by their shares. The Joint Stock Land Bank 
is authorized to do business when capital stock to 
the amount of $250,000 has been subscribed, and 
one-half paid in cash, the balance remaining subject 
to call by the Board of Directors, the charter to be 
issued by the Federal Farm Loan Board. No bonds 
shall be issued until the capital stock is entirely paid 
up. Except as otherwise provided, Joint Stock Land 
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Banks shall have the powers of and be subject to 
all the restrictions and conditions imposed on Fed- 
eral Land Banks by the Act, so far as such conditions 
or restrictions are applicable. 

Federal Land Banks may issue Farm Loan Bonds 
up to twenty times their capital and surplus. Joint 
Stock Land Banks are limited to the issue of Farm 
Loan Bonds not in excess of fifteen times the amount 
of their capital and surplus. Joint Stock Land Banks 
can only loan on first mortgages upon land in the 
State where located, or in a State contiguous thereto. 
No loan on mortgage may be made by any bank at 
a rate exceeding 6% per annum exclusive of amorti- 
zation payments. Joint Stock Land Banks shall in 
no case charge a rate of interest on farm loans which 
shall exceed by more than 1% the rate established 
by the last series of Farm Loan Bonds issued by 
them, which rate shall not exceed 5% per annum. 

Provisions for the issue of farm-loan bonds secured 
by first mortgages on farm lands or United States 
bonds, as collateral, which must be deposited with 
the Federal Farm Loan Registrar, are made for 
Federal Land Banks and Joint Stock Land Banks, 
in each case the issue is made subject to the approval 
of the Federal Farm Loan Board. The farm-loan 
mortgages, or United States bonds, which constitute 
the collateral security for the bonds, must be de- 
posited with the Farm Loan Commissioner. 

Section 26 of the Act provides as follows: 

That every Federal land bank and every national farm-loan 


association, including the capital and reserve or surplus therein 
and the income derived therefrom, shall be exempt from Federal, 
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State, municipal, and local taxation, except taxes upon real estate 
held, purchased or taken by said bank or association under the 
provisions of section eleven and section thirteen of this Act. First 
mortgages executed to Federal land banks or to joint-stock land 
banks and farm-loan bonds issued under the provisions of this 
Act shall be deemed and held to be instrumentalities of the Gov- 
ernment of the United States, and as such they and the income 
derived therefrom shall be exempt from Federal, State, munici- 
pal, and local taxation. 

Nothing herein shall prevent the shares in any joint-stock 
land bank from being included in the valuation of the personal 
property of the owner or holder of such shares in assessing taxes 
imposed by authority of the State within which the bank is 
located, but such assessment and taxation shall be in manner and 
subject to the conditions and limitations contained in section 
fifty-two hundred and nineteen of the Revised Statutes with 
reference to the shares of national banking associations. 

Nothing herein shall be construed to exempt the real property 
of Federal and joint-stock land banks and national farm-loan as- 
sociations from either State, county or municipal taxes to the 
same extent according to its value as other real property is taxed. 


Since the decision of the great cases of McCulloch 
v. Maryland, 4 Wheaton 316, and Osborn v. Bank, 
9 Wheaton 738, it is no longer an open question that 
Congress may establish banks for national purposes, 
only a small part of the capital of which is held by 
the Government, and a majority of the ownership 
in which is represented by shares of capital stock 
privately owned and held; the principal business of 
such banks being private banking conducted with 
the usual methods of such business. While the ex- 
press power to create a bank or incorporate one is 
not found in the Constitution, the court speaking 
by Chief-Justice Marshall, in McCulloch v. Mary- 
land, found authority so to do in the broad general 
Pers conferred by the Constitution upon the Con- 
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gress to levy and collect taxes, to borrow money, to 
regulate commerce, to pay the public debts, to de- 
clare and conduct war, to raise and support armies, 
and to provide and maintain a navy, etc. Congress 
it was held had authority to use such means as were 
deemed appropriate to exercise the great powers of 
the Government by virtue of Article I, Section 8, 
Clause 18, of the Constitution granting to Congress 
the right to make all laws necessary and proper to 
make the grant effectual. In First National Bank v. 
Union Trust Company, 244 U.S. 416, 419, the Chief 
Justice, speaking for the court, after reviewing 
McCullough v. Maryland and Osborn v. Bank, and 
considering the power given to Congress to pass laws 
to make the specific powers granted effectual, said: 


In terms it was pointed out that this broad authority was not 
stereotyped as of any particular time but endured, thus furnish- 
ing a perpetual and living sanction to the legislative authority 
within the limits of a just discretion enabling it to take into con- 
sideration the changing wants and demands of society and to 
adopt provisions appropriate to meet every situation which it 
was deemed required to be provided for. 


That the formation of the bank was required in 
the judgment of the Congress for the fiscal opera- 
tions of the Government, was a principal considera- 
tion upon which Chief-Justice Marshall rested the 
authority to create the bank; and for that purpose 
being an appropriate measure in the judgment of 
the Congress, it was held not to be within the 
authority of the court to question the conclusion 
reached by the legislative branch of the Government. 

Upon the authority of McCullough v. Maryland 
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and Osborn v. Bank the national banking system 
was established, and upon them this court has rested 
the constitutionality of the legislation establishing 
such banks. Farmers & Mechanics National Bank 
v. Deering, 91 U.S. 20, 33, 34. 

Congress has seen fit in Section 6 of the Act to 
make both classes of banks, when designated for 
that purpose by the Secretary of the Treasury, de- 
positaries of public money, except receipts from cus- 
toms, under regulations to be prescribed by the 
Secretary of the Treasury, and has authorized their 
employment as financial agents of the Government, 
and the banks are required to perform such reason- 
able duties, as depositaries of public moneys and 
financial agents as may be required of them. The 
Secretary of the Treasury shall require of the Fed- 
eral Land Banks and the Joint Stock Land Banks, 
thus designated, satisfactory security, by the deposit 
of United States bonds or otherwise, for the safe- 
keeping and prompt payment of the public money 
deposited with them, and for the faithful perform- 
ance of their duties as the financial agents of the 
Government. 

Section 6 also provides that no Government funds 
deposited under the provisions of the section’ shall 
be invested in mortgage loans or farm-loan bonds. 

It is said that the power to designate these banks 
as such depositaries has not been exercised by the 
Government, and that the Federal Land Banks have 
acted as Federal agents only in the case of loans of 
money for seed purposes made in the summer of 
1918, to which we have already referred. But the 
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existence of the power under the Constitution is not 
determined by the extent of the exercise of the 
authority conferred under it. Congress declared it 
necessary to create these fiscal agencies, and to make 
them authorized depositaries of public money. Its 
power to do so is no longer open to question. 

But, it is urged, the attempt to create these Fed- 
eral agencies, and to make these banks fiscal agents 
and public depositaries of the Government, is but a 
pretext. But nothing is better settled by the deci- 
sions of this court than that when Congress acts 
within the limits of its constitutional authority, at 
is not the province of the judicial branch of the 
Government to question its motives. Veazie Bank 
v. Fenno, 8 Wall. 533, 541; McCray v. Umited States, 
195 U.S. 27; Flint v. Stone-Tracy Co., 220 U. Sat07, 
147, 153, 156 and cases cited. 

That Congress has seen fit to make of these banks 
fiscal agencies and depositaries of public moneys, 
and also to grant to them banking powers of a limited 
character, in nowise detracts from the authority of 
Congress to use them for the governmental purposes 
named, if it sees fit to do so. A bank may be organ- 
ized with or without the authority to issue currency. 
It may be authorized to receive deposits in only a 
limited way. Speaking generally, a bank is a mon- 
eyed institution to facilitate the borrowing, lending 
and caring for money. But whether technically 
banks, or not, these organizations may serve the 
governmental purposes declared by Congress in their 
creation. Furthermore, these institutions are organ- 
ized to serve as a market for United States Bonds. 
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Not less than 5% of the capital of the Federal Land 
Banks, for which stock is outstanding in Farm Loan 
Associations, is required to be invested in United 
States Bonds. Both kinds of banks are empowered 
to buy and sell United States Bonds. 

In First National Bank v. Trust Company, 244 
U.S., supra, this court sustained the power of Con- 
gress to enable a national bank to transact business, 
which, by itself considered, might be beyond the 
power of Congress to authorize. In that case it was 
held to be within the authority of Congress to permit 
national banks to exercise, by permission of the 
Federal Reserve Board, when not in contravention 
of local law, the office of trustee, executor, adminis- 
trator or registrar of stocks or bonds. 

We, therefore, conclude that the creation of these 
banks, and the grant of authority to them to act for 
the Government as depositaries of public moneys 
and purchasers of Government bonds, brings them 
within the creative power of Congress although they 
may be intended, in connection with other privileges 
and duties, to facilitate the making of loans upon 
farm security at Jow rates of interest. This does not 
destroy the validity of these enactments any more 
than the general banking powers destroyed the 
authority of Congress to create the United States 
bank, or the authority given to national banks to 
carry on additional activities, destroyed the author- 
ity of Congress to create those institutions. 

In the brief filed upon reargument counsel for the 
appellant seem to admit the power of Congress to 
appropriate money for the direct purposes named 
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and in that brief they say: ‘‘Tax exemption is the 
real issue sought to be settled here.’’ Deciding, as 
we do, that these institutions have been created by 
Congress within the exercise of its legitimate author- 
ity, we think the power to make the securities here 
involved tax exempt necessarily follows. This prin- 
ciple was settled in McCulloch v. Maryland, and 
Osborn v. Bank, supra. 

That the Federal Government can, if it sees fit to 
do so, exempt such securities from taxation, seems 
obvious upon the clearest principles. But, it is said 
to be an invasion of state authority to extend the 
tax exemption so as to restrain the power of the state. 
Of a similar contention made in McCulloch v. Mary- 
land, Chief-Justice Marshall uttered his often quoted 
statement: 


That the power to tax involves the power to destroy; that 
the power to destroy may defeat and render useless the power to 
create; that there is a plain repugnance, in conferring on one 
government a power to control the constitutional measures of 
another, which other, with respect to those very measures, is 
declared to be supreme over that which exerts the control, are 
propositions not to be denied. (4 Wheaton 431.) 


The same principle has been recognized in the 
National Bank Cases declaring the power of the 
States to tax the property and franchises of national 
banks only to the extent authorized by the laws of 
Congress. Owensboro Nat. Bank v. Owensboro, 173 
U. S. 664, involved the validity of a franchise tax in 
Kentucky on national banks. In that case this 
court declared (pp. 668, 669) that the States were 
wholly without power to levy any tax directly or 
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indirectly upon national banks, their property, assets 
or franchises, except so far as the permissive legisla- 
tion of Congress allowed such taxation; and the 
court declared that the right granted to tax the real 
estate of such banks, and the shares in the names of 
the shareholders, constituted the extent of the per- 
mission given by Congress. and any tax beyond these 
was declared to be void. 

In Farmers’ Bank v. Minnesota, 232 U. S. 516, 
this court held that a State may not tax bonds issued 
by the municipality of a territory; that to tax such 
bonds as property in the hands of the holder is, in 
the last analysis, an imposition upon the right of a 
municipality to issue them. 

The exercise of such taxing power by the States 
might be so used as to hamper and destroy the exer- 
cise of authority conferred by Congress, and this 
justifies the exemption. If the States can tax these 
bonds they may destroy the means provided for ob- 
taining the necessary funds for the future operation 
of the banks. With the wisdom and policy of this 
legislation we have nothing to do. Ours is only the 
function of ascertaining whether Congress in the 
creation of the banks, and in exempting these securi- 
ties from taxation, Federal and State, has acted 
within the limits of its constitutional authority. For 
the reasons stated, we think the contention of the 
Government, and of the appellees, that these banks 
are constitutionally organized and the securities here 
involved legally exempted from taxation, must be 
sustained. 
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It follows that the decree of the District Court is 
Affirmed. 


Mr. Justice BRANDEIS took no part in the con- 
sideration or decision of this case. 
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irrelevant to a discussion of the Federal farm-loan system, 50. 
Collateral trust bonds, 
farm-loan bonds held to be, 38 n. 
Commercial banks, 
see Banks. 
Commission or Moss-Fletcher Bill, 4. 
Commissioner of Farm Loan Board, 
quoted, 83, 84. 
Committee or Hollis-Bulkley Bill, 5 
Condensing stations, 
encouraged by land banks, 96. 
Connecticut, 
co-operative credit association in, 2, 3. 
Connecticut Assembly, 
charter granted to New London Society by, 3. 
Constitutionality, 
of Farm Loan Act, suit to contest, 33, 34, 35, 44, and see 
Appendix D. 
Co-operation, 
banks and Federal farm-loan system, 90, 91. 
of borrowers, replaces agency system, 12, I3. 
, required to obtain sufficient credit, 79. 
, the fundamental principle of rural-credit systems here 
and abroad, 78. 
among farmers, desired by Congress, 84. 
of Department of Agriculture with farm-loan system, 94, 95, 97. 
embodied in the system, 84. 
of a local commercial bank with the Federal farm-loan system, 
87, 88. 
of members of national farm-loan associations for other purposes 
than borrowing, 83, 84. 
obstacles to, merely theoretical, 84, 85. 
Co-operative associations, 
formation of, encouraged by land banks, 96. 
Co-operative creameries, see Co-operative associations and Creameries. 
Co-operative credit, 
New London society, 2. 
and see European rural-credit systems, foreign rural-credit sys- 
tems, etc. 
Corporation, 
may not take out a Federal farm loan, 59. 
national farm-loan association is a, 79. 
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Cost, 

of inspecting, 53. 

of making loan, variation in, 53. 

of negotiating, equalized by system, 54. 
Counties, 

number of farm-loan associations in excess of number of, 86. 
Creameries, 

co-operative, encouraged by land banks, 96. 

and see Co-operative associations. 
Credit, 

association for improvement of, 78, 79. 


Dairying, 
in North Dakota, required by land bank ruling, 96, 97. 
in Wisconsin, promoted by national farm-loan association, 98. 
Debentures, 
definition of, 37. 
distinguished from mortgage bonds, 37. 
European, 38. 
European, security underlying, 38, 39. 
advantage of, in Federal farm-loan system, 38. 
Federal farm-loan bonds are, 37. 
of Landschaft of Mecklenburg, prices on, 47. ' 
of Pomerania, prices on, 46. 
of Landschaft of Posen, prices on, 47. 
prices of, during Napoleonic wars, 46. 
of Prussian government, prices on, 46. 
of East Prussia, prices on, 46. 
of West Prussia, prices on, 46. 
of Silesian Landschaft, prices on, 47. 
Debenture Companies, 
of New England and North Atlantic states, 38. 
— — —— ——_ —_ —_ — ,, compared with European, 


— —_ —— —— —— — — , defects of, 39. 
Department of Agriculture, 

co-operation with farm-loan system, 94, 95, 97. 

purpose of, 94. 

represented at hearings 1916, 8. 

statistics of, concerning rate of interest, 52. 
Department of State, 

quotations on German bonds secured through, 47. } 
Dividends, 

reloan of, for purchase of dairy cattle, 98. 

of land banks in year ending November 30, 1919, 71. 

restrictions upon paying of, 70, 71. 


264 THE FEDERAL FARM-LOAN 


Double Liability, 
keeps up a member’s interest in association, 82. 
familiar term in United States, 81. 
of members of farm-loan associations, 42, 81. 
compared with unlimited liability in European co-operative credit 
systems, 81. 
possibility of its operation remote, 82 
Double taxation, 44. 
Drainage projects, 
difficulties in making loans on, 61. 
fixed annual charge for, to be considered as municipal or school 
district tax upon land appraised, 60, 61. 


Earning Power, 
affected by personal element, 64. 
net, used to determine value, 63, 64. 
principal factor in determining appraisal value under the Act, 
65, 66. 
relation of, to sale value, 66 
East Prussia, see Prussia. 
England, 
the debenture bond in, 38. 
Equipment, 
definition of term, 60. 
European rural-credit systems, 
commission for examination of, 4. 
, reports in favor of tax-exemption, 43. 
loans from deposits, 83. 
originally for benefit of limited class of borrowers, 78. 
principles of, followed by authors of Federal farm-loan Act, 39, 
40, 78. 
unlimited liability of members, 81. 
European experience, 
in land-mortgage bond issues, 25, 27. 
European land-mortgage banks, 
debentures sold by, 38. 
Executor, 
may not take out a Federal farm loan, 59. 
Experience table, 54. 














Farm, 
definition of, 61, 62. 

Farmers, 
financial needs of, 51. 
represented at hearings 1916, 8. 


w 
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Farmets,—Continued 
secretary-treasurers of 43 per cent of national farm-loan associa- 
tions, 90. 
significance to, of provisions concerning purposes for which loans 
may be made, 94. 
Farm land, 
securing loans, qualifications of, 58, 60, 61. 
Farm loans, 
costs of making, under farm-mortgage system, 53. 
life of, before establishment of system, 49. 
made without thought of redemption from earnings of the land, 49. 
terms of, before establishment of system, 49. 
and see Federal farm loans. 
Farm-loan associations, see National farm-loan associations. 
Farm-loan registrar, 
duties of, 10, 40. 
Federal Farm Loans, 
on amortization plan, 55. 
amount applied for to October 31, 1920, 74. 
—— granted to October 31, 1920, 74. 
annual volume of loans, 65. 
applications for, 34, 66, 67, 74, 75, and see Applications. 
average amount of loan varies with land values in the district, 76. 
costs of inspecting reduced and equalized with systematic ap- 
praising, 53. 
costs of making, 53. 
costs of negotiating equalized, 54. 
data on sale value of farms securing, compiled by Farm Loan 
Board, 67, 68. 
life of, 55 and n. 
limitation upon amount of, to one borrower, 75, 76. 
may be rejected at four points in process, 75. 
must be secured by first mortgage, 58. 
not government loans, 74 and n. 
not made on worthless security or for speculative purposes, 74. 
provisions of Act concerning, 64, 65, 94. 
purposes of, 59, 60, 94. 
, not to include refunding of mortgages where indebted- 
ness incurred for other than agricultural purposes, 62. 
qualifications of borrower, 58, 59, 72. 
qualifications of farm land securing, 58, 60, 61. 
reasons for difference between amount applied for and amount 
granted, 74. 
reasons for rejection of, 65, 75. 
rejection of, in case of unsatisfactory title, 75. 
restriction upon, 59, 64, 65. 





266 THE FEDERAL FARM-LOAN 


Federal Farm Loans,—Continued 
standardization of, 42. 
statement of purposes for which employed, 62, 94. 
Federal Farm Loan Act, 
amendment to, 29, 30. 
broadly interpreted by members of Farm Loan Board, 92. 
constitutionality of, suit to contest, 33, 34. 
co-operation for other than borrowing purposes, encouraged by, 
83. 
provisions of, concerning amount of loan in proportion to ap- 
praisal value, 64. 
, concerning basis of appraisal, 64. 
, concerning capital stock of land banks, 22, 26. 
, concerning bond issues, limitation upon, 25. 
, concerning functions of land banks, 92. 
, concerning investment of land bank capital in United 
States bonds, 93. 
, concerning liability of land banks, 84. 
, concerning qualifications of borrower, 72. 
, concerning reserves of Federal land banks, 70, 71. 
—., of national farm-loan associations, 71. 
, concerning security of Federal farm-loan bonds, 37. 
, concerning voting power of members in national farm- 
loan associations, 81. 
restrictions upon issues of bonds similar to restrictions in Euro- 
pean institutions, 40. 
validity of, United States Supreme Court decision concerning, 
tax-exemption feature of, 44. 
Federal Farm Loan Board, 
activities of, 7. 
appointment of members, 7. 
charge for appraisal fixed by, 85. 
co-operation with land banks in solving problem of appraisal, 68. 
composition of, 7. 
control of entire system by, 7. 
data compiled by, on sale values of farms securing Federal farm 
loans, 67, 68. 
Farm Loan Act broadly interpreted by, 92. 
Federal Farm Loan Bureau supervised by, 7. 
may reject loan, 75. 
objections of, to sale of bonds through syndicates, 33. 
proposal of, for sale of bonds through single bond-house, 33. 
rate of interest established by, 28. 
report of, on occupations of secretary-treasurers, 90. 
ruling of, on appraisal, 64. 
, on insurance, 69. 
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Federal Farm Loan Board,—Continued 
, on questions arising in formation of national farm- 
loan associations, 85. 
, On requirement of Farm Loan Act that a borrower 
must be.a cultivator, 72. 
statement of, concerning dividends in year ending November 30, 
1919, 71. 
, concerning financial condition, October 31, 1920, 74. 
, concerning purposes for which loans used, 62. 
syndicate for sale of Federal farm-loan bonds, formed by, 28. 
Federal Farm Loan Bonds, 
competition of, with other bonds, 45. 
constitute 7 per cent of tax-free securities outstanding, 45. 
convenient to investor, 41. 
debentures, 37. 
denominations of, 41. 
held to be collateral trust bonds, 38 n. 
issues of, 24, 25. 
, authorized by Farm Loan Act, 25. 























life of, 41. 
as long-term investments, 26, 27. 
made legal investment for trust funds, 27. 
prices of, 32, 33. 
proposals for future sale of, 35, 36. 
rate of interest on, to April 30, 1918, 31, and see Rate of Interest. 
redemption of, 41. 
sale of, 31, 33. 
, during World War, 29. 
—— ——,, through single bank, proposed, 33. 
, through syndicates, objections to, 32, 33. 
Secretary of Treasury, purchase of bonds by, 29. 
security underlying, 25, 37, 38, 42, 53, 85. 
sale of, in advance of loans, 37. 
, by a syndicate, 28. 
stability of, prophesied, 47. 
tax-exempt, 43. 
Federal Farm Loan Bureau, 7. 
Federal Farm Loan System, 
assistance of Department of Agriculture to, 97. 
co-operation of, with Department of Agriculture, 94, 95. 
co-operation of banks with, 90, 91. 
and see Co-operation. 
cost of inspecting under, 53. 
cost of negotiating loans under, 54. 
distinctive features of, 50. 
ne , reflect foreign experience, 50. 
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Federal Farm Loan System,—Continued 

distributes risk, 54. 

effect on local banks, 58. 

personal element in appraisal under, 63. 

established, 1. 

compared with foreign rural-credit systems, 78. 

and the Landschaften of Germany, 78. 

operation of, under supervision of government, 7. 

safeguards provided by, 40. 

a step toward the solution of the problems of agriculture, 100, 101. 
Federal Land Banks, 

capital of, invested in United States bonds, 93. 
, invested in United States certificates of indebtedness, 








93- 

capital reserves and earnings of, secure mortgages, 42. 

capital stock of, 22. 

, tax-exempt, 44. 

co-operative associations encouraged by, 96. 

co-operatively owned by national farm-loan associations, 84. 

dividends, 71. 

emergency created by failure of syndicate of bond-houses to re- 
new contracts with, 30. 

established by Farm Loan Board, 7. 

evidence collected by, concerning appraisal value of farm, 67. 

expenses of, 70. 

, partly met by fees, 70. 

final appraisal conducted by, 67. 

financial agents of the United States, 92. 

functions of, 12, 92. 

good-roads movements encouraged by, 96. 

gross profit of, 70. 

holding of stock of, by farmer borrowers assures low rate of in- 
terest, 80, 81. 

interest paid on bonds, 28. 

insurance policies written by, 69. 

joint liability of, 84. 

legal departments of, 95. 

may reject loan, 75. 

location of, 9. 

net profit of, 70. 

organization of, 10. 

profit of, 70. 

provision for raising funds, 24. 

purpose of, service rather than profits, 73. 

reserves of, 70, 71. 

seed-grain loans made through, 92. 
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Federal Land Banks,—Continued 
statement of Farm Loan Board concerning dividends of, in year 
ending November 30, 1919, 71. 
stock of, held by borrowers, 71, 80. 
terracing encouraged and in some cases required by, 97. 
Federal Land Bank Districts, 
establishment of, 7. 
Federal Land Bank of Saint Paul, 
ruling of, concerning livestock raising and dairying in North 
Dakota, 96, 97. 
Federal Reserve Act, 
amendments necessary, 5. 
Federal Farm Loan Act follows, in exempting capital of banks 
from taxation, 44. 
and rural credit, 21. 
Federal Reserve System, 
service to business world, 51. 
Fees, 
upon application for loans, 74. 
to Federal land banks for appraisement and examination of title, 
70. 
for title, very low, 95. 
First mortgage, 
Federal farm loan must be secured by, 58. 
Fixed capital, 50. 
Foreclosure, 
under Federal farm-loan system, 73. 
on second mortgage, 73. 
only two instances of, reported by the Federal Farm Loan Board, 
67. 
Foreign rural-credit systems, see European rural-credit systems. 


Germany, 
Government bonds of, prices on, during World War, 47, 48. 
land-mortgage bonds in, prices during World War, 47, 48. 
Landschaften of, some principles of, embodied in the farm-loan 
system, 78. 
rural-credit systems, 3. 
United States embassy in, to investigate land credit there, 4. 
Good-roads movements, 
encouraged by Federal land banks, 96. 
Government bonds, 
prices of, in Getmany during World War, 47, 48. 
and see United States government bonds. 
Government regulation, 
of banks and insurance companies, 39. 
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Guardian, 
may not take out a Federal farm loan unless father, mother, hus- 
band or wife of ward, or holding joint interest in ward’s 


property, 59. 


Hearings, 
conducted by Farm Loan Board, 1916, 8. 
Hollis-Bulkley or Committee Bill, 5. 


Tilinois, 
risk in making .oan in, contrasted with risk in Minnesota, 54. 
Improvement, 
definition of term, 60. 
“Tnfant” industries, 
and the tariff, 45. 
Inflation, 
in land values, 39, 40. 
, discounted in appraisal, 66. 











Inspecting, 
cost of, 53. 
Insurance, 41. 
amount required by land bank, 69. 
companies in which held, 69. 
difficulty of securing, in poor or remote sections, 69. 
Farm Loan Board, rulings on, 69 n. 
Federal land banks encouraged to write, 69. 
objections to writing of, by Federal land banks, 70. 
Insurance companies, 
government regulation of, 39. 
Insurance of title, 95. 
Interest, 
on bonds, paid by land banks, 28. 
Interest payments, 
on Federal farm-loan bonds, 40. 
Interest rate, see Rate of Interest. 
Investment, 
in farm-loan bonds, made legal for trust funds, 27. 
Investor, 
farm loans previously made to suit investor rather than farmer, 49. 


Joint-stock land banks, 
under Moss-Fletcher or Commission Bill, 4. 
Joint-stock land banks, see Appendix A, 103-110, 


Kansas City Title and Trust Company, 
Smith vs., 44. 
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Land bank appraiser, see Appraiser, land bank. 
Land Banks, see Federal land banks. 
Land mortgage bonds, 
convertibility of, 25. 
European experience in, 25, 27. 
prices of, in Germany during World War, 47, 48. 
stability of, 25, 47. 
uniformity of, 25. 
Lands, 
Western, I, 46. 
, values increased by settlement, 2. 
Landschaften, 
some principles of, embodied in Federal farm-loan system, 78. 
Silesian, prices on debentures of, 46, 47. 
of Mecklenburg, prices on debentures of, 47. 
of Posen, prices on debentures of, 47. 
Lawyers, 
secretary-treasurers of 9 per cent of national farm-loan associa- 
tions, 90. 
Legislation of states, 
making Federal farm-loan bonds legal investment for trust funds, 
27. 
Liability, 
in European co-operative credit systems, 81. 
of every land bank for every other land bank, 84. 
of members of national farm-loan associations, 81, 
in United States national and state banks, 81. 
and see double liability, and unlimited liability. 
Liberty loan, 
third, 31. 
Livestock, 
raising of, in North Dakota, required by land bank ruling, 
96, 97- 
Loan committee, 
see National farm-loan associations, loan committee. 
Loans, 
seed-grain, made through Wichita, Spokane, and St. Paul land 
banks, 92, 93. 
and see Federal farm loans. 
Long-term credit, 
purpose of Federal farm-loan system to establish, 1. 
Long-term investment, 
desirability of land-mortgage bonds as, 47. 
Federal farm-loan bonds, desirability of, as, 26, 27. 
Long-term loans, 
supplied to farmers by Federal farm-loan system, 91. 
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Marketing of bonds, 
necessity for, 27. 
and see Sale. 
Mecklenburg, 
Landschaft of, prices on debentures of, 47. 
Merchant marine, 
subventions to, 45. 
Minnesota, 
risk in making loan in, contrasted with risk in Illinois, 54. 
Missouri, 
equity proceeding in district court of, to contest constitutionality 
of Farm Loan Act, 34. 
Montana, 
average rate of interest on farm-mortgage loans in, 52. 
Mortgages, 
upon crops, security for seed-grain loans, 93. 
held by land banks, exempt from taxation, 43, 44. 
inconvenience to investor in purchase of, 41. 
of New London Society, 2. 
not to be refunded by Federal farm loans unless incurred for 
agricultural purposes, 62. 
pledged as collateral to farm-loan bonds, security underlying, 
42. 
practise of substituting, in early debenture companies, 39. 
and see Second mortgage. 
Mortgage bonds, distinguished from debentures, 37. 
Moss-Fletcher or Commission Bill, 4. 


Napoleonic wars, 
prices on land debentures during, 46. 
National farm-loan associations, 
admission of members, 79. 
agency system replaced by, 12, 13. 
amount of loans, 85. 
applications for loans appraised by, 66. 
attempts to form, merely for the purpose of getting ‘‘easy money,” 
86. 
authorized to issue certificates, 82. 
board of directors of, 79. 
» passes on appraisal report of loan commit- 














tee, 66. 
capital reserves and earnings of, secure mortgages, 42. 
capital stock in land banks, 24. 
certificates, see Certificates. 
composition of, 17. 
co-operative efforts of, 98. 
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National farm-loan associations,—Continued 
co-operatively owned by members, 84. 
corporations, 79. 
dividends, 71. 
» reloaned, 98. 
double liability of members, 42, 81. 
excluding the shiftless from membership in, 87. 
extent of territory, 85. 
functions, 14, 16, 17. 
future additions to membership in, to come within existing asso- 
ciations, 86. 
loan committee of, appraises application for loan, 66. 
, submits written report on value of farm, charac- 
ter of applicant, etc. 
compensation of members fixed by Farm Loan Board, 85. 
may reject loan, 75. 
members encouraged to co-operate for other than borrowing pur- 
poses, 83, 84. 
number of members, fixed by Farm Loan Board, 85. 
most desirable size, fixed by Farm Loan Board, 85. 
number organized during first year, 85, 86. 
second year, 86, 
third year, 86. 
number not increasing and why, 86. 
number on December 31, 1920, 86. 
officers of, 79. 
organization of new associations practically complete, 86. 
problems in forming, 85. 
qualifications for membership in, 58, 59, 72. 
qualifications for membership in, encourage good farming, 80, 
reserves of, 71. 
secretary-treasurers of, see Secretary-treasurers, 
self-governing in local affairs, 79. 
voting power of members, 81. 
Nationality, 85. 
New England, 
debentures sold in, 38. 
farm appraisal in, 68. 
New London Society United for Trade and Commerce (Connecticut), 
2, 3 
New Mexico, 
average rate of interest on farm-mortgage loans in, 52. 
Norris, G. W., 
former commissioner of Farm Loan Board, quoted, 83, 84. 
North Atlantic States, 
debentures sold in, 38. 
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North Dakota, 
co-operation in an association in westetn, 98. 
crop failures in, 96. 
dairying promoted, 98. 
livestock raising and dairying in, required by land bank ruling, 
96, 97. 
report of State Agricultural College, 97. 


“QOne-crop”’ districts, 9. 
Orchards, valuation of, for Federal farm loans, 61. 
Organization, 

temporary board of, of land banks, 5, 10. 
Organizations, 

farmers’, represented at hearings, 1916, 8. 


Pasture land, appraisal of, 60. 
Personal element in appraisal, see Appraisal. 
Personal security, 
determines whether a loan shall be liberal or conservative, 64. 
less important than real security, 63, 65. 
under a national system, 65. 
Pomerania, 
prices on land debentures of, 46. 
Population, 
Bureau of Census reports on, 99. 
cityward trend of, 98, 99, 100. 
Posen, 
Landschaft of, prices on land debentures, 47. 
Potato warehouses, 
encouraged by land banks, 96. 
President of the United States, 
appoints four members of Federal Farm Loan Board, 7. 
appropriated $5,000,000 for seed-grain loans, 92, 93. 
Prices prevailing in community, a factor in determining appraisal 
value of land, 64. 
Profit, 
items in gross annual, of land banks, 70, 
net, of land banks, 70. 
Prussia, 
bank of, stock, 46. 
government bonds, prices of, 46, 47, 48. 
government railroads of, stock, 46. 
prices on land debentures of, 46. 
East Prussia, 
prices on land debentures of, 46, 
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West Prussia, 
prices on land debentures of, 46. 
Public domain, 2, 46. 


Race, 85. 
Railroads, 
of Prussia, stock, 46. 
transcontinental, and land grants, 45. 
Rate of interest, 
average, on farm-mortgage loans 52. 
to borrowers, 32. 
, affected by 5 per cent enforced stock-holding and by 
dividends on that stock, 71. 
, fixed by Farm Loan Act, 52. 
established by Farm Loan Board, 28. 
on Federal farm-loan bonds, 32. 
, to April 30, 1918, 31. 
, reduced by tax-exempt feature of bonds, 43. 
, standardized, 52, 53. 
influence of borrower-stockholders in determining, 80, 81. 
on land mortgages, reasons for variation in, 53, 54. 
on land-mortgage bonds, 25. 
on loans, 71. 
on railroad bonds and industrials, 45. 
uniform, advocated in spite of variations in risk, 54. 
, a feature of the Federal farm-loan system, 50. 
——, throughout United States to borrowers under Federal Farm 
Loan Act, 52. 
variation in, on farm-mortgage loans, 53. 
variation in, with risk, 53, 54. 
Registrar, see Farm-loan registrar. 
Religion, 85. 
Repayment of farm loans, 
from earnings of land, 49, 55. 
, impossible if term too short, 51. 





















































Reserves, 
of land banks, 40. 
Revolution of 1848, 
prices on land debentures during, 46. 
Risk, 
distributed, by Federal farm-loan system, 54. 
in making loan in Minnesota and in Illinois, compared, 54. 
variation in, causes variation in interest rate, 53, 54. 
Rural-credit institutions, 
New London Society, q.v., 2, 3. 
state, a failure, 3. 
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Rural-credit institutions,—Continued 
and see European rural-credit institutions. 


Saint Paul, 

Federal Land Bank of, 92. 
, Tuling concerning livestock raising and 
dairying in North Dakota, 96, 97. 
, amount of seed-grain loans made through, 93. 
, assisted by agents of Department of Agri- 




















culture, 94. 

Salability, 

of land, a factor in determining its appraisal value, 64. 

discounted by appraisers in case of inflated values, 66. 

ruling of Farm Loan Board concerning, 64. 

relation of, to earning power, 66, 

see Sale value. 
Sale, 

of Federal farm-loan bonds, proposal for future, 35, 36. 
, during war, 29. 
—- —— —— ——,, through syndicate not satisfactory, 32. 
—— —— — ——,, through single bank, proposed, 33. 
—— ——,, in advance of loans, 37. 

















Sale value, 
of farms securing Federal farm loans, data on, 67, 68. 
inflation in, discounted by appraisers, 66. 
of land, a factor in determining its appraisal value, 64. 
relation of, to earning power, 66. 
Saving, — 
certificates issued by national farm-loan associations to encour- 
age, 82. 
Savings banks, 83. 
Schulz-Delitzsch banks, 3. 
Seasonal demands for funds, 53. 
raises interest rate, 53. 
Second mortgage, 
advantages to holder of, under Federal farm-loan system, 73. 
security of, 73. 
taken at sale of land to tenant-borrower, 72. 
Secretary of Agriculture, 
request of, for appropriation for seed-grain loans, 93. 
Secretary of Treasury of United States, 
ex-officio chairman of Federal Farm Loan Board, 7. 
authorized by Farm Loan Board to buy bonds at par. 
Secretary-treasurer, 
advantage of, who is resident where association has headquarters, 


90. 
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Secretary-treasurer,— Continued 
compensation fixed by Farm Loan Board, 85. 
co-operative efforts of, in a northern Wisconsin association, 98. 
co-operative efforts of, in a western North Dakota association, 98. 
duties of, 79. 
necessary qualities of, 89, go. 
occupations of, go. 
success of association dependent upon, 89. 
Security, 
personal, more important than real, 65. 
underlying Federal farm-loan bonds, 42. 
standardized, 42. 
Seed-grain loans, 
made through Federal land banks of Wichita, Spokane, and 
Saint Paul, 92, 93. 
Seventh Federal Land Bank District, 
co-operation of banks in, go. 
secretary-treasurers in, 90. 
and see Loans. 
Sheep-raising, 
encouraged by a secretary-treasurer in North Dakota, 98. 
Short-term loans, 
supplied to farmers by county banks, 91. 
Silesian Landschaft, 
prices on debentures of, 46, 47. 
Small cultivators, 
rather than large to be financed by system, 72. 
Smith, 
vs. Kansas City Title and Trust Company, 44. 
Southern Commercial Congress, 4. 
Speculation, 
no Federal farm loans for, 74, 80. 
Spokane, 
Federal Land Bank of, 92. 
, amount of seed-grain loans made through, 











93- 











, assisted by agents of Department of Agri- 
culture, 94. 
Standardization, 
of credit and of form of security under Federal farm-loan system, 42. 
State Agricultural College of North Dakota, 
report of, 97. 
State banks, 
double liability of members, 81. 
Stock raising, 
encouraged by a secretary-treasurer in North Dakota, 98. 
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Subventions, 
to merchant marine, 45. 
supply of capital, variation in, 53. 

Supreme Court of the United States, 
decision concerning constitutionality of Farm Loan Act, 34. 
—.- —— —_ —_ —_ — —_, delay in rendering, 35. 
suit concerning constitutionality of Farm Loan Act, 34. 
and see Appendix D. 

Syndicate, 
of bond houses for sale of Federal farm-loan bonds, 28, 32. 
— —  - - —- —  — , failure to renew 


—- — — —— —_, ob jection to sale 
of bonds through, 32, 33. 

Tariff, 

protective, and “infant industries,” 45. 
Tax-exemption, 

of Federal farm-loan bonds, 43. 
, argument for, 45. 
, commission for examining foreign rural- 
credit systems, reports in favor of, 43. 
, essential to farm-loan system, 46. 
————— —— ——_—  easom 101,145. 
, validity of, in Farm Loan Act, Supreme 
Court decision concerning, 44, and see Supreme Court and 
Appendix D. 
——, vigorously opposed, 44. 





















































Tax-free securities, 
Federal farm-loan bonds 7 per cent of, 45. 
outstanding, 44, 45. 
Tenants, 
Federal farm loans obtained by, 72. 
national farm-loan association certificates an advantage to, 83. 
success of secretary-treasurers in assisting, 73. 
Term of Federal farm loans, see Federal farm loans. 
Terracing, 
encouraged and in some cases required by land banks, 97. 
Third Liberty loan, 31. 
Title, 
abstract of, to be furnished by applicant, 68, 85. 
, corrected by legal department of land bank, 95. 
examined by land bank, 69. 
fees for examination of, 70. 
insurance of, 95. 
unsatisfactory, a ground for rejection of application for loans, 75. 
validity of, 41. 
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Treasury Department of the United States, 
Federal Farm Loan Bureau established under, 7. 
capital stock in land banks, I9. 
purchase of Federal farm-loan bonds, 31. 
Trust companies, 
Federal farm-loan bonds made legal investment for, 27. 
funds of, 83. 
Trustee, 
may not take out Federal Farm Loan, 59. 
Turnover, 
of the farmer, 51. 
of the merchant or manufacturer, 51. 


United States, 
bonds, see Bonds. 
farm mortgage debentures in, 38. 
Federal land banks as agents of, 92. 
Federal land banks as depositaries for, 92. 
President of, authorized European investigation in land-credit 
systems, 3, 4. 
and see President of the United States. 
Commission for examining foreign rural-credit systems, 4. 
——  —— —— ——_ —_. —_. —__, declares in favor of tax- 
exemption, 43. 
Department of Agriculture of, see Department of Agriculture. 
Department of State of, see Department of State. 
support of government of, essential to system during Supreme 
Court suit, 35. 
Supreme Court, see Supreme Court. 
Treasury, see Treasury. 
Unlimited liability, 
in European co-operative credit systems, 81. 


Value, 
appraisal, of farm, as determined by scientific appraiser, 63. 
, as determined by practical appraiser, 64. 
, provision of Act concerning, 64. 
, , ruling of Farm Loan Board concerning, 64. 
and see Appraisal. 
Victory Loan, 31. 
Voting power, 
of members of national farm-loan associations, 81. 




















West, 
cheap lands in the, 1, 46. 
, values increased by settlement, 2. 
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Wichita, 
Federal Land Bank of, 92. 
——., amount of seed-grain loans made through, 











93- 











— , assisted by agents of Department of Agri- 


culture, 94. 


Wisconsin, 
dividends of an association in, reloaned for purchase of dairy 


cattle, 98. 
World War, 
prices on government and land-mortgage bonds in Germany dur- 
ing, 47, 48. 
sale of farm-loan bonds during, 29. 
Wyoming, 
Average rate of interest on farm-mortgage loans in, 52. 


THE END 
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